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EDITOR’S PREFACE 

This v(lum«»’J)Ums up wor^ that was commenced in the year 1915 
by a Committee organized by the ' Section of Economics ^nd 
•Statistical Science of the British Association. Throughout tlic war 
peridd this Committee, under the Chairmanship of Professof' W. R. * ’ 
Scott, K.B.A., of Glasgow, and with Mr. J. E. Allen jas Secretary, 
accuftmlated^ considerable mass of information'as to the finaucial 
arrangements of the Government, and the cajurse of '^events con- 
occb^d.with Currency and the Exchanges. In order that t^ie 
information thus^ collected anight be available as soon as possibk, 
■four vohimes of reports were issued, the first appearing in the 
year 1916 and the last in 1920. Wlien the last volume was issued, 
the officni; of the. Section considtr^d what would be the oest 
course to lake, as obviously a good deal of what haa been pub- 
lished was fragmciutary, and estimated figures, or figm-es which 
had been amend(}d, needed to be brought up to date. The work 
that had to be done was not only great in itself, but required an 
immense amount of patience, and, above all, experience and know- 
ledge of currency and banking conditions, in order that there 
imight be pa)per control. Fortunstcly one of the members, 

A.»n. Gibson, a wcll-knowii autho yty who had made soiue valuable 
suggestionfi to the^Governnient during the war, very kindly offered 
to co-o*rdinate and m^ke the necessary ,(?orrect ions, ^e hid col- 
lected furll icr informati%jr whiCh would enable him to bring the 
whoi? of the work up to dakv It was decided to "accept this 
exceedingly generous offer, and Pr(%fessor Scott Chjyrman, with* 
the Editor, were asked to sec to the 'passing of the proofs th^ugif 
the Press. The Section owesJMi'. Gib.son if deep^lebt^of gratitude. 
He hi>s put into clear an^ chronological fi^rm a very*great amount 
of information, some of^vhich might have been lost, most ofVhich 
would have been very difficult to obfain. is*all in tljis vfiluijpe 
readijy available %nd easy to uiTder^tand in its full significaAc?.* 
Tlie story i?.\tends frgu the outbreak »f ^ic wtr to the summer 
of *1921, and^I doub^ whether .any other of the economic »ph*eres 
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)f the war per/od with the exception of iiKliistry has becnrjpduced 
to a well-ordered or intelligible forrn compafable to this. * 

In a companion^ volume, Miss Ashley and Miss Grier have told, 
the story of the r<fplac^inent of men by women and of the g^adu^il 
reinstatement of men after the war. These two records should 
prove of inestimable \^lue, not only to» contemporary investigat(ys, 
but to economists, bankers, and social w^orkers for ma8|/^ generations 
tP come. ' 

To Mr. Gibson, those who are responsible for this volume wish 
>0 render their deep sense of gratitude for the, many montjhs of 
^atjent toil that he has given to a labour of love. 


University College, 
Nottingham. 


A. W KFRKALDY. 
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CHAPTER I 

SUMMAHY OF THE MORE IMPORTANT EVENTS 'AND 

EMERGENCY MEASURES DURING THE. EARLY MONTHS 

■ , OF THE WAR 

• 

•iN the early summer of 1914 credit in Great Britain and on the 
Continent ‘vas normal, with perhaps a tendency towards uneasiness. 
The extrem * fluctua^ons in the pridh Consols for the year 1913 
were 75J-71, and the closing price on 25th June, 1914, was 74J-75, 
a price well over the average of the previous year. Early in July 
there were signs of caution in the chief money markets, following 
the assassination of the Archduke Francis Ferdinand at Sarajevo, 
on 28th June. The progress of negotiations between Austria and 
Serbia produced little effect, and eve*i the presentation of Austria'? 
ultimatum tu Serbia on 23rd July did not cause any marked*' 
untasinoss in London, as it was the general impression that if 
*war broke out it W(^uld be localized. On the 25th there jyas a panic 
on the t^ienna Bourse, jind in Londbn Consols fell to 12 \. Befween 
that day and the following Tuesday (28th), when Austria declared 
war against Serbia, was a time*crf growing anxie\y. In the week 
ending on the 29th {Wednesday), (^nsols had fxllen Belgian 
3 per Cents. 4f, French 3 per Cents. 6, Russian 3| per cent. Bonds 5,' 
Russian 5 per Cents. (1908) 8Jf Austrian 4 per Cents. 8. 

By tiiis time all the St^cv^k Exchanges h»l closed except London 
.and the provincial Exchanges, J^efw york, and the official (parquet) 
Paris Exchange. The Eng^sh Bank l^ate was raised fr 4 >m 3 pe^ 
cent. |o 4 per cent, on Thursday? thft 30th. Rjmittances of ill 
classes due from abroad practically cea^d^excej^t from^America, 
and* the closing of all the Continental Stock E.xchanges e’jjcept 
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the official Far is market caused large quantities of International 
stocks to be offered for sale in London. It so happened tliat this 
period of extreme tension coincided with the^ date fixed for tke 
Stock Exchange settlement, which had been arranged for 2^h-20th 
July.. The failure or inability of foreign clients of brokefs to remit 
the sums due in Lofidon for the settlement made the positK^n of 
these brokers precarious, and one important fir»t. with foreign 
«^nnections failed, wlTile ^it was currently re'ported that many 
firms were* prepared to hammer Fiemselves. The failure of foreign 

• remif^ances to the Stock Exchange affected# transactionif made 

before the^ crisis. • i 

^fter 4he outbreak of hostilities with Serbia, there was a'steady 
pressure ct sales from the Continent. The effect of these was a 
.reduction in the price's of securities, which fall at once reacted s>n 
4hose stocks held on tnargin. Loans ©n Stock Exchange securities* 
at this period amounted to about £80,000,000, one-half of whick 
was lent by the Joint Stock Banks. A continued fall in quotations 
would cause margins to tlifappear, and, Ijierefore, the lenders 
would call for additional security, or they might.call for repayment 
of the loans when due through anticipation of having to meet 
' pressing demands themselves. The latter course was adopted by 
some lenders, which action threatened a further fall in the prices 
of stocks. If demoralization in the Stock Exchange was to be 
avoided, some action had to J)e taken on Thursday, the 30th, and 
•^it was decided on that day to close the Exchange, after the tini^ 
of I^usincj^ for the day. ^ • 

The closing of the London Stock Exchange^was the first of th^ 
serie^^ of Emergency M^surcs • and! to so^e extent, it iilfluenced 
those that followed. Prompt aitd decisive action was*absolutely 
necessar}^; but,*liad time for reflection been available, it is possible 
that less ^rastic\measures w^ild have sqjficed. The closing of the 
‘•E^^hange was nftt the only event of first-class importance on 
that%meqjiqrablf *Fri(Ay. Bill-bnflcers, for the conduct of Jheir 
businfss, *b(ffro w large^ums from the^Joint Stock Bank^on the 
security of bills. During this week sopie dt the banks calle^ 
^n.thei^^loans flrom^the 1^11-brokersj* who were forced to have 

* recourse to the Bank of England, either to borrow therefrom or 

to discoifnt thereat bj^s*they held in thejr portfolios. The sums 
invglved were large, * 
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In jye-war normal times it was estimated tliat tliT Joint Stock 
Banks lent about £100,t)00,000 to bill-brokers ai call or at short 
nbtice. In the ten 9ays ending 1st August, tlie B^nk of England's 
holQingk.of " Other Securities" increased by £31,700,000, the 
greater paVt of which was understood to lu^e represented* loans 
to tie bill-brokers to enable tfiem to meet the calls made on them 
i>y the Jo’lnt "Sfock Banks, ^hese great demands on the Bank of 
England were one cause of the rapid rise in Bank Rate, which, 
after being 4 per cent, for one *lay (Thursday, 30th July^ was 
doublet! on Friday* and further increased to 10 per cent, on 
Saturday? 1st August. * • • 

• The cnormoi^ strain felt by the Bank of England duriji^ the te,st 
few days of July is clearly shown by the^ letters which passed 
b^ween«the Bank of England and the Treasury on 1st August,* 
‘copies of which appear beloV and on the next page. 

(I) — Lettkr from the Bank of England to the Chancellor of 
THE Exchequer, Dated tsu August, 1914 

h/ August, 1914. 
Sir, 

% 

We consider it to be our duty to lay before the Government the facts 
relating to the extraordinary demands for assistance which have been made 
upon the Bank of England in consequence of the threatened outbreak of 
hostilities between two or more of the Great Powers of Europe. 

We have advanced to the Bankers, Bill Brokers and Merchants in London 
during the last five days upwards of Twi^ity-seven Millions Sterling, upoft 
4he security of Government Stock, Bills of Exchange, etc., an unprecedented^ 
sum to lend, and which, therefore, we suppose, would be sufficient to n^eet 
all their requirements; although the proportion of this sum*which may 
diave been sent to the^country must materially affect the question. 

We commenced this morning with a re§ervc of 1 7,420,000, wl^ch hag been 
drawn upon so largely tlAt w^ cannot calculate upon having so much as 
;^1 1,000, 000*this evening, mak^g a fait allowance for what may be remaining 
at the Branches. « • 

We have not up to the present retused any legitimate application for 
assistance, but having regar^ to the depletion of the re^rve, fear that 
unless we obtain authority to issue Notes against Secujfities in excess it)% the, 
amount permitted by law it will shortly beconn^ neces^ry to curtail the 
facilities which under present concytions we regard it ^is ess^i^ial t* offer 
to the trade and commerce of the country. • * 

We have*the honour t(\ be. Sir, 

Youl obedient Sfci^ants, 

(Sigpiied), Walter Cunli/fe. 

(Signed) R. L. IIJewman 

The Riglft ponourabl^ * 

' • Th# Chancuilor of the flxchcquer. 
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(II). — Lett^^ from the Prime Minister and Chancellor of the 
Exchequer to the Bank of En<Aand, Dated 1st August, iai4. 

Treasury Chambers, Whitehall, 5.H^. 
Gentlemen, ^ 1st August. 1914. 

We have the honour to acknowledge the receipt of your letter q^thi^day 
to tho Chancellor of the Exchequer m regard to the extraordin^iry demands 
which are being madqf upon the Bank ^f England in consequence* of the 
threatened outbreak of hostilities between two or more of the Great Hewers 
of Europe. ^ ••• * 

In the circumstances r^jftej^ented, His Majesty’s Government recommenfl 
'that, if the Bank of England shall find that, in order to meet the wants of 
legitimate commerce, it is requisiteoto extend its discounts and advanijes, 

^ upoii^ approved securities so as to require issues of Notes beyond the limit 
fixed by law, this necessity should be met immediately upon its occurrence, 
^nd in that event they will not fail >o make application to Paifiament for 
its sanctiorf. ^ • 

No suc^i ^iscouht or advance should be granted at a r^te of interest le?s 
than 10 per cent , and His Majesty’s Government reserve it to themselves 
to recommend, if they ahould see fit, the imposition of a higher rate. 

• After deduction, by the Bank, of whatever it may consider t€> be a fair 
•charge for its risk, expose, and trouble, #he profits of these 'advances will 
accrue to the public. 

We have the honour to be. Gentlemen, 

Your obedient Servants, 

* (Signed) H- H. Asquith. 

(Signed) D. I^-Oyd George. 

To the Governor and Deputy Governor, 

Bank of England. 

Concurrently with the difficulties of the bill-brokers, there were 
the even greater ones of the accepting houses. These institu- 
tions in effect guarantee th^t a foreign bill (arising out of a trade 
transaction either between this country and a foreign country, gt, 
botween two foreign countries) will be met at maturity. Jt is 
largely this form of finance that made Londor^ the financial centre? 
of the woTld, and it wAs estimated In pre-war times thalf one-half 
of the world's foreign trade was finail^ed by British credit. The 
acceptances of Mie accepting hgiyies and foreign banks cufrent at 
this period in •Jx)ndon amC^nted to between ;£3(X),0(X),000 and 
.£3^,O0O,(X)O, arnh those of the Joint Stock Banks to about 
£70J)00.(iqp. •• • 

Th^ p(?sirton of the accepting houses >^s rendered very p^carious 
because foreign remittances to. meet me acceptances were not 
^fojTthcoming, or*wer^ delajfcd, or coi^ld only be made with great* 
difficulty. London, early# in 1:he crisis, began to call in credit 
from all^uartcA, and ^s#a consequence all available bills on London 
vfei^e* quickly phrehased by foi^ign debtors for iransmissien to. 
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London. New bills were not forthcoming, and the^ were great 
difficulfies in procuring gold abroad for shipment to this country ; 
in, some casgs it was impossible. In these/cifcumstances, the 
position of the accepting houses was one of extrtfme hazard, and 
it may triijy be said that the immediate effect of the outbre;ak of 
hostyities was to break down the whole fabri?* of foreign exchange 
throughoi}Jt tlv» •world. ^ 

On Sunday, 2n(? August, a ProClana{it)n ^ was issued which 
.ppstponed payment of bills of exchange (other than a •cheque or 
bill on •demand) if jg:cepted before the 4th of August for a period 
of one calendar month from the date of its original maturity. Op 
Jlonda^, 3rd August, an Act, known as the Pjjstpon^ent ^of 
Payments Act ^4 & 5, Geo. 5, c. 11)* was passed, which 'authorized 
tb^ King to suspend temporarily by proclantation other payments^ 
besides bills* of exchange. • • 

• So far, the dramatic events of Friday, 31st July, and Saturday, 
1st August, have been considered from the point of view of the 
reaction of the crisis on credit as.rejgards foreign remittances. 
There remains the .position in relation to internal credit. 

It appears that the Joint Stock Banks, or some of them, expected 
and prepared for considerable demands from their depositors, but 
the attitude of the British public during the early stages of the 
crisis proved that the loss of public confidence was extremely slight. 
There was no run on the Joint Sto^k Banks nor on the Savings 
J^anks, and wliat degree of hoarding of gold took place at the com-' 
meijcement of the crisis was probably due to the lead^ given •by 
%ome of the Joint S^ock Banks paying out Bank of England notes 
instead bf gold. This jetion Caused a large number o^ people to 
whom notls had been paiijT^o take them to the Bank of England 
to change them into gold, which ,wps required for Xoliday*purposes. 
Almost without exception the reports of the Saj^ings Banks for 
the year 1914 proved how trivial had been tl» influence* oi the. 
crisis on their accumulated funds, the nfain tiffluencji exprted 
having Jieen a slight chec^o new business.^ There wasta Son'jpwhat 
general apprehensiofl prmr to tl\e issue of Currency Notes “that 
where a creditor insisted on, payment ^n the^form of legal tender,^ 
there might not b^ sufficient leg^ll tender to meet all Semand^. • 

* • . • 

^ For copy of •Proclamation see Appendix I (a).^ 

* I'or copy of Act see Af)pendix II ^). 
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The Bank oj England lost £1,213,000 in gold to the* Provinces 
during the week ending 29th July, and £ 8,21 1,000 Muring tlfe next 
week, which incfadcd the days during which mobilization tocjc 
place. ^ 

On^lst August, Germany declared war on Russia, aji(f*on the 
next day a state ol^war existed between Germany and Ft^nce. 
War between Great Britain and Germany was declas®^ oii Tuesday, 
4th August. Prior to tli«1a4tcr'dcclaration, which might be expected* 
to have affected the London mcy^ey market most, there had been 
the complete breakdown of the foreign exchange's and the clg^ing of 
the Stock Exchange. It had be<?n necessary, as alreac^y stated, 
to support 'the accepting houses by the Moratorium in their <avout 
of ^nd August. Scarcity of legal tender was felt,*and there was 
^apprehension in many*quartcrs that war between this country a\jd 
permany would result in further graye disorders of credit. This 
was the situation which had to be faced on Sunday, 2nd August* 
and Monday, 3rd August. Fortunately, the Monday was a Bank 
Holiday, and by proclan^ation the Tuesday, Wednesday, and 
Thursday were appointed special Bank Holidays, thus providing 
five days (if the Sunday be included) for the preparation of further 
r emergency measures. An Act, known as the Currency and Bank 
Notes Act (4 & 5, Geo. 5, c. 14),^ was passed on 6th August, 
authorizing the Treasury to issue Currency Notes for £1 and 10s. 
as legal tender for any amount. The holder of a Currency Note 
Vas, and still is, entitled to obtain on demand at^the Bank og» 
^England, Mndon, payment for the note at its face value in Ipgal 
tender gold coin. It was also provided that ^Postal Orders were* 
to b« tenfj^orarily lega> tenden for the payment of any limount. 
This provision was revoked ast fronVj^rd February, •• 191 5, by 
proclamation. Under Clause 3 otthe Act, the Bank of England 
and any Scottish or Irish Baf^ of Issue might issue notes in excess 
“ pf the limit fixed tby law so far as temporarily authorized by the 
Trea^ry, and sthject fo any conditions attached to that authonty. 
Banks^of ^ss«e were indemnified against^ny liability on the^round 
of excess of issue after 1st August, 19f4, ifi pursuance of any 
authority from the Treasurjt ‘ For a ^evy short time the Bank o/ 

A large part o^this sum would be held by banks in anticipation heavy 
withdrawal by their depositors, partly for holiday requirements, 

^ fQT copy of Act, see Appendix IH (a), 
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England (j^d exceed the issue limit of uncovered i;ptes fixed by 
the Bank Act of 1844.^ Currency Notes were issuable to bankers 
through the Bank of England up to 20 per cent.«of their liabilities 
onjdeposit and current accounts. • , 

CloselV connected with these measures was the Proclamation ^ 
of August, under the Act ^ & 5, Geo. 5, c^ll, postponing* other 
payments^ be^sg^es bills of exchange until 4th vSeptember, 1914 
^(subsequently extc^ided until 4th Nove^nh^r^), with certain excep- 
tions, the chief of which were paynents of wages or salaries, surfis 
not exceeding £5, dividends on trustee stocks, cashing of#bank 
notes by^the issuing banks, and payments by Government Depart - 
ments«(incliiding Old Age Pensions and liabilities under the National 
Insurance Act^. Bank rale was reduced from 10 lo 6 per ccut.*on 
6Ui August, and lo 5 per cent, on 8th August. 

These* measures paved thg way for the ri^ipening of the banks' 
pn Friday, 7th August, upon a basis which, if artificial, was believed 
to have protected the banks. In making the first steps towards 
more norn,.d conditions, it was neces^ar^ that the machinery of the 
foreign excLanges^slK^uld be restored without delay and the Stock 
Exchange re-opened. As regards the former, exchange transactions 
in the early days of August were remarkable. The value of the , 
sovereign rose as much as 30 per cent, in a single day in New 
York. On the other hand, owing to a temporary adverse balance 
due to France, the sovereign depreciated in Pans by 4 per cent. 

On 131h August il was announceS^ that the Bank of England* 
under Government guarantee against loss, w^ould discount at Bpnl^ 
Rate, without recourse to file holders, all approved bills accepted 
before 4th August ,*and thattacceftfors of .such bills didt:ounf,ed at 
the Banl^ of England* n^4it postpone payment at maturity by 
paying interest at 2 per cent, above Bank Kate, vary ii)g. About 
three weeks later, on 5th SeptemW^ the Governpient announced^ 
that the Bank of England would provide acceptors wifh fui^cl^ toi 
pay all approved pre-Mora torium bills at* ma^ifity. The Bank 
was entitled to interest on lltese advances at 2 pe%*c«nt. above 
Bank kate, and uiKiert^ not to claim ^repayment of any •sums 

*not recovered by acceptors frOm clients uipil one year ^fter 
* • - “ 

* For copy of Proclamation, see App#ndo^ I (^). 

* Fo# copy of Proclamations, see Appendix I (rf) and 

’ For copy*of^announceiyent, see Appendix W 

‘ <^or copy oflunnouncjment, see Appendix II f). 
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the end of war. The Joint Stock Banks undertook, with the 
assistance of the Bank of EnglandVnd th(^ Government, to finance 
new bills upon ^m^ilar terms. The Governnient guaranteed ttie 
Bank of England aga^nst any loss which it might eventually sustain 
in carrying out this scheme. This guarantee later received statutory 
sanction by the Government War Obligations Act, 1914 (5 Ge^. 5, 
c 11), 1 passed on 27th November. Loans to the Stpek .Exchange 
were next taken in hantf. •Under a scheme for Government assist- 
ance, datod 31st October, as regards Account to Account Loans 
.. whidr had been made on the security of stocks by lenderj^ other 
than banks to whom currency lacilities were open, or ^members 
of the StoCk Exchange, the Government arranged with thff Bank 
of ^England to advance 60 per cent, of the sums outstanding on 
29th July, securities being valued for purposes of such advaiv^e 
'at the making-up pri^-es of 29th Jul};. The Bank undertook not 
to press for repayment until twelve months after the conclusion 
of peace, the rate of interest being 1 per cent, above Bank Rate, 
with a minimum of 5 per c^^nt. The Banks to whom currency 
facilities were open undertook not to press for repayment of Account 
to Account Loans, nor to require further margin, until twelve 
* months after the conclusion of peace. The total advances on 
foreign bills under the Government Guarantee were ;^1 20,000,000. 
The sum advanced on pre-Moratorium bills to enable acceptors to 
meet their engagements at maturity was £60,386,000, and it was 
Estimated that at the end of the war, bills aggregating fo £50,000,00^ 
Voyld remain in " cold storage.*' ^ The advances by the Bank of 
England to the Stock Exchange unefer the Treasury scheme of* 
31st ^October were returned 3t £520,059.® The way Was now 
prepared for completing the July settleihi^t of the Stock ’Exchange, 
and a paitched-v.p settlement wqs effected on 18th November. 
Meanwhile, thoi^gh the Exd^iange remained closed, dealings in 
« §to%k^ haci' been ejected by negotiation, and a scale of minimum 
pricey had beenfi(k*awit^ up by the Committee. The general Mora- 
torium^ having come to^ an end on* 4tl^November, there ;was no 
furthftsr reason to delay the opening oOhe Exchange, and this 
event took placet on 4th Japidary, l9J5,*under somewhat drastic 
trqgulatioMs imposed ty the,. Treasury. 

^ For cc^y of Ait, see Appendix V. 

I Hansard, Conujions, fxviii, p. 15<5. 

* IMd. Ixxi, p. 853. 



CHAPTER II 


A •REVIEW OF GOVERNMENT* ASSISTANCE TO BANKS 
AND FINANCIAL IIOUlfES AT THE OUTBREAK OF WAR 

In the previous c4iapter brief rcfei^nct made to the various 
financial measures passed by thg Government in the early stages 
of the^ war. In th^e present chapter these measures are discussed 
ill great^ir detail, and in particylar in their relation to Banks and 
^ Financial Houses. Towards the end of the chapter sofn^ criticism 
is expressed to whether all the measures were realty necessary 
(jr not. • 

The main purpose of tl^e Government’^ financial measures ^t 
>the outbreak of war was to prevent a serious derangement of 
credit, and later, to impart a momentum to its machinery which 
would cn Me it to resume its operayons. As has been already 
shown, the l)ank§ were largely dependent on the accepting houses 
and the bill-brokers, the bill-brokers were dependent on the 
accepting houses, and the accepting houses were dependent on^ 
their foreign correspondents, who were, owing to the breakdown 
of the exchanges, unable to send the expected remittances. 

The fir.st measure put into force was the Bill Moratorium, pro- 
^ claimed on Sunday, 2nd August, 19^4, and subsequently extended. 
Tljis proclamation enabled acceptors to postpone for a m^nth 
payment of any bill accepted before 4th August on re-acceptance 
for th(f amount pfus interest to tJiie new* date of payifient at the 
Bank Rate current on th^rtfate re-acceptance. The proclamation 
gave breathing time to acccp|ors who were unable, ior various 
reasons, to take up their maturing, ficcept a nces, ^and consequently 
prevented a long chain of bankruptcies. 

The next steps taken were designed to rctstori^ ionfidence ^mong 
the b^nks, who have ^ays on deposit with thew *^r^c sums 
of credit withdrawable^ call or short notice. The Government 
protected them by three ^iniportahV measures,* which were* yer^ 
effectual in giving; new confidenct to^the banks and thd*publi(Y-« 
(^i)*The /jcneral Moratorium proclaiyied on Sth August, 1914, 
and subsequently extended, give the banks and other debtors 

9 
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(with certain e.xceptions) power to suspend payment for qpe month 
of debts payable before the date of the pr 9 clamation. But •Bank 
Notes and Currenfcy Notes were convertible in^o gold during thg 
Moratorium, being specially excluded. , 

(b) The Currency and Ban^ Notes Act of 6th Augijst* 1914, 
authorized the Treasfiry to suspend* the Bank Act if necesS|ry. 
An unlimited amount of Bank Notes would then ha ve,b^cn available 
if required, Tlie BankfAc^ v\tis suspended, but only for a very 
shdrt periop of time. 

(c) The same Act also empe^wered the Treasury to issue and 
10s. Currency Notes, which were t^) be legal tender in th^ United 
Kmgdorn.^ *111 a^ memorandum issued by the Treasury i1> was 
annSunced Hhat Currency Notes would be issued* through the 
Bank of England to barkers as and when required up to a maximuip 
Rmit not exceeding, iij the case of any bank, 20 per cent, of its 
liabilities on deposit and current accounts, in the form of an advance 
by the Treasury, the security being a floating charge on the bank's 
assets in priority to all other cjiaiges, bearing interest from day to 
day at the current Bank Rate. By this measurp the banks were 
placed in the position of being able to obtain, if required, an advance 
,of 225 millions of legal tender currency. In the initial stages of 
the crisis the banks took nearly 13 millions, but this amount was 
quickly reduced, the advances outstanding on 30th September 
1914, only amounting to ^^381,500. To give time for the Currency 
Notes to be printed, August I?ank Holiday was extended for the 
fbur.days, Monday, 3rd August, to Thursday, 6th August, 1914, 
inclusive. 

With object of placing tlje bil> market again in a position 
to entertain new business, and thu%pro’^v^e international currency, 
the Governfnent op 13th August, 1914, announced that the Bank of 
► England, under G^;vernment guarantee agiunst loss, would discount 

^ipk'Rate, without recour.se to the holders, all approved bills 
accepted before 4il) Au^ist. It was also announced that the accep- 
tors of suchTl^ihs discounted at the Bank England might postpone 
payment at maturity by paying interest at‘2 per cent, above Bank 
Rate. varying. The effect this rtie^sufe did much to restore 
, jfi-jtish ciVdit abroad. * Tlie J^anks immediately ^sent large parcels 
of bills for discoufit to the^ Bank of England. New biljs acdipted 
after the Jloratornim, ftowever, came forw^d slowl^>. Acceptors 
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were not i^ery willing to be drawn on except when-^the bills were 
drawrf against goods consigned to England, because, so long as the 
exchanges were nc^ working freely, there w?^ ^till the danger of 
nop-receipt of foreign remittance at date ^ of 'maturity. The 
banks *al^o showed disinclination, to buy new bills frop the 
broJ:ers. 

The Chan(;6ilJor of the Exchequer, in a speech on 27th November, 
1914, stated that ^the total amount* oftbilJs discounted under the 
Government guarantee had been ^£120,000,000. (This proved tHat 
of thej^ £350,000,00p to £500,000,000 amount of bills whicti were 
outstanf^ing at the outbreak of .war most had been disposed of in 
^^the Of dinary course.) 

> On 5th Sep’lember, 1914, the Government announetd that the 
fallowing important arrangements had been made with the Bank 
of England — ^ 

(a) The Bank of England will provide (where required) acceptors 
with the funds necessary to pay all approved pre-Moratorium bills 
at maturii>’ This course will release; the drawers and endorsers 
of such bills fron\ their liabilities as parties to these bills, but their 
liability under any agreement with the acceptors for payment or 
cover will be retained. 

(d) The acceptors will be under obligation to collect from their 
clients all the funds due to them as soon as possible, and to apply 
those funds to repayment of the advances made by the Bank of 
^England. Iijtcrest will be charged upon these advances at 2 pdr 
ceyt. above the ruling Bank Rate. 

(c) The Bank of England undertakes not to claim repayment 
of any* amounts not reco vert'd by the acceptors from fheir clients 
for a period of one year^fter the close of the war. Until the end 
of this period the Bank of Engl^njd s claim will rink afttr claims in 
respect of post-Moratorium transactions. 

(d) In order to facilitate fresh business and the movfem<eiit qf* 

produce and merchandise from and to all*part# t)f the wor^d, the 
Joint ^tock Banks have ^rraiiged, with the co-operaiioti, if neces- 
sary, of the Bank M England and the Government, to advance to 
clients the amounts necessary to paY#their acceptances at maturitj^ 
where the funds hyve not been ppoviejed in due time by*fhe cliopti , 
of th5 accef)tors. , , 

The arranjfement.^ announc^ on 5th September, 1914^ iiad 
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afterwards a ^ost important influence in rehabilitating the bill 
market and the exchanges. j ^ 

The measures enuNierated above restored confidence among the 
banks, who had standing over them the possibility of a general run 
from tbeir depositors at a time when they were unable tp convert 
any large part of tiieir resources into legal tender curr&ijcy. 
Unfortunately, in the initial stages of the crisis sonwi ,of the Joint 
Stock Banks attempted ^^o hoaid their gold stocks at a time when 
the public wanted gold for holiday requirements. They paid out 
Bank bf England Notes instead of gold. This aqtion caused ^ large 
number of people to whom notes had been paid to take thejn to the 
Bank of England .to change them into gold, which was required for^ 
holiday purjposes. But apart from this seasonal denland, evidence 
later became available^ that there was practically no abnormi^l 
desire for gold by the public in the early stages of the crisis, with a 
few ignominious exceptions. During the week ending 5th August, 
1914, the Joint Stock Banks withdrew large amounts of gold and 
Notes from the Bank of Englarwl, where the Reserve fell during this 
week from £26,875,194 to £9,966,649 — ^a difference of nearly 
£17,000,000. 

. For the rapid restoration of confidence among the banks the 
Government measures must be considered as having been very 
effective. In the absence of legislation providing that bank 
deposits over a certain amount should not be withdrawable without 
a‘ certain notice first being given by the depositor, some measure of . 
protection to banks was necessary in order to restore confidence 
among the banks. So far, however, as the public were concerned, 
the experience of the banks Inter sfiiowed that the prcRective 
measures enumerated were unnecessary#. If there had’^been no 
extension of the Bank Holiday, and the banks had not refused to 
pay out gold to their depository in the ordinary course of business, 
Vber% is ilo reason to think that gold withdrawals from the banks 
would Jiave beenH)p a very abnormal scale. There would possibly 
have been^'few extra millions paid out during August, but the 
drain tould easily have been met without 'much effect on current 
stocka. The issue*- of Currency Notes, .however, at a later date, 

^ woyld, in* ‘any case, have been inevitable,^ to meet the internal 

' Mr. J. E. Allen does net consider that an issue of Government paper 
monbyj was inevitablfe. *' 
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demand for increased currency^ due to the great risedn prices, and 
in order to release gold*for export purposes. 

« Notwithstanding that there was no public/demand for gold for 
hoarding purposes in the early stages of the war, 'there was, never- 
theless, a» gradual internal absorption, the Bank of England losing 
to f)rovincial circulation the* very large amount of £21,936,000 in 
^ gold bet weerii -29111 July, 1914, and 28th July, 1915. Part of this 
absorption was dbe to the holding of* additional currency stores 
J>y the banks and part to the increased currency raquirements 
consequent on the extensive military mobilization and the increased 
prices commodities. If the tpublic had been hoarding gold to 
•any fhrge extent, one would naturally expect the Savings Banks 
to have experienced an abnormal amount of withdrawals since the 
fiommepcement of the crisis. The reports, however, of the Savings 
Banks for* the year 1914 jiroved, almost without exception, how 
• trivial had been the influence of the crisis on their accumulated 
funds, the main influence exerted having been a slight check to 

new busint-s. • , 

« 

Though it has to be admitted that the emergency financial 
measures passed by the Government in the early stages of the crisis 
restored confidence among the banks, yet they had their serious 
drawbacks. They tended to destroy confidence among the public. 
The old proved banking maxim that “ the best way to restore 
confidence among depositors is to^pay out smilingly in full the 
. demands of any uneasy depositors,'' and every restriction on go/d 
going out acts as a restriction on it coming in," were evidently 
early forgotten by^the Government and the banks. The measures 
causeef at the time \ loss df corffidence*in the bank^ by certain 
people v^o can never bai'c^pected to understand the machinery of 
finance. The position of the •blanks and the f*ars it ^engendered 
during the early days;of the cri^lN proved thot in future there ' 
must always be available large stocks of paper»emergenc/curpenay^ 
fo^ times of crises, and the banks and otfler pedple n^ust be in a 
position to obtain supplj^ on pledge of ^vernment? sdeur^ties. 

The use of Postal Orders in tfie early stages of the crisis a^ legal 
tender (permitted by the# Currency^ and !^ank» Notes Act, » 191 J) 
was very small. By most people th<i concession was welcomed, a« , 
an opportmnity for securing a convenient ^means of ren)ittance for 
snfell amounfs withciut paying *t he usual poundage. The facilities 
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may have beev- useful, and no objection can be taken to the measure. 
After a time the concession was withdrawn. 

The Moratorium, V^however, was a very serious innovation in 
British finance, ^nd 'can only be justified by the very serieus 
character of the crisis it was designed to meet. Undoubtedly it 
was useful in giving f)eople time to think, and to gather together 
their resources. But, as actually, construed Uy j^uccessive , 
Proclamations under The Postponement of Payments Act, it 
showed certain defects. While itumay have served to allay panic, 
and p^erhaps even to restore confidence, in the nature ofrthings 
it could not re-establish credit, for credit is a matter of trust, rather 
than of calculation. The Moratorium was unsatisfactory in s'tveral 
ways. It e^hended the time for the execution of contracts involving 
the payment of certain kinds of debts, but not the time for the 
execution of contracts involving the- delivery of goods or the 
rendering of services. Many business houses that were under 
contract to deliver goods at stated intervals against payment on 
specified dates broke theit contracts and refused to continue 
delivery, unless they could be assured that p^inctual payment 
would follow in due course. Thus, a want of confidence, which in 
^he first instance was confined to monetary transactions, was 
extended to dealings in goods. The same difficulty did not arise to 
any serious extent with regard to the rendering of services, because 
payments in the nature of wages or salaries were exempted from 
the provisions of the Moratorium ; but those wha were under , 
liability to pay out large sums in wages were gravely inconvenienc^^d, 
and sometimes obliged to suspend operations altogether. 



CHAPTER III 


THE EFFECT OF WaR ON CREDIT 
t * ' 

^Having trac,e;i, descriptively, the external results of the earlier 
months of the wai* on credit, in thfc pn^se^it chapter some general 
observations are made on the effe'^t of a state of war, of the magni- 
tude the recent struggle, on credit, considered as far as possible 
in isolation from emergency nv^asures. From the point of view 
J)oth tf practical finance and of economic theory, the consequences 
ol a remarkatJle and sudden strain upon credit are of, surpassing 
interest. * 

The recent war occasioned considerably greater disturbances 
*to credit than previous great wars, owing to the long period of 
cessation from contests between great Powers and the more highly 
developed organization of modern CR'ciit. From the standpoint of 
the economist it is unfortunate — while from that of the citizen it 
may have been fortunate — that complete materials for the observa- 
tion of the unmitigated effects of the recent war upon credit were* 
largely modified by counteracting influences, many (>f which were 
deliberately designed to counteract the direct consequences of 
hostilities as affecting the credit sy|teni in this country. In par- 
^ticular, as already shown, the closing of the Stock Exchange tooK 
pl^ce before Great Britain was involved in war. Accordingly, direct 
observation of the exact effects of the recent war on credit cannot 
be ma(4e with completeness ,• onl)^ such results can be tccorded as 
were disoiosed during th^cJlsturiiance. 

Credit is an organic growth.. The normal condition^ assumes a 
certain degree of stability in the ejfvironment in which it works. 
In the usual credit cycle, though conditions v-^iry as bet<ve(m tli« 
maximum and the minimum points of expJhnsion^ in both a great 
numb^ of the factors wh^h affect the calculations ofi>bu^iness men 
remain the same or* are altered qnly to a very slight extent/ War 
on a large scale either changes all cohjjitions or (what is tempozarilv 
of equal importance concerning ci^dit) it gives rise to the** fear that 
all cofiditions may be altered. On the«materiaf side, yar makes 
great inroadsainto tl^e store of commodities afid many caljs’on 
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services, while it deflects a large amount of labour from ^productive 
to destructive purposes. Credit assumes that goods will be brought 
to market, or be jlrov^uced in due time, and sold,/ and that securities, 
which in reality have their capital values based on future productive 
power, will not materially fall in current market values through 
lack of confidence in* future production. War materially weajeens 
both these assumptions. When war shakes the •nVundat ions of 
confidence, it is evident' tkat it must immediately cause a serious 
restriction c in the mobility or transfer of credit, and consequently 
reduoe, for the time being, the rate of current aivl future pro(iuction, 
for production cannot obviously be carried on without thf- transfer 
of credit;^ ' Thq community consequently suffers through the 
restriction jof credit. 

Allusion has already been made to the difficulties of the accepting 
Ijouses, the bill-brokers, and the Stock Exchange. These reacted 
on the resources of the Joint Stock Banks, for the effect of the war* 
was to solidify assets hitherto regarded as liquid. The financial 
life of the City appeared ii? danger of being frozen at or near its 
source. This was not so in reality, for the ultimate basis of credit 
is the future goods and services which can be relied upon to come 
*to market later. Not only does war make it uncertain that some 
of the anticipated future production will reach the market, but 
it also makes a violent alteration in the relative values of capital 
goods and consumable goods ^ For the purposes of war only the 
fight to goods, consumable now or soon, is useful. Thus, there is. 
inevitably ^a double revolution in credit occasioned by war, first 
in the widespread falsification of anticipatioi;?, and secondly in 
the valuation of immediate < consfimable^ commodities.* Both 
tendencies arrest the mobifity oh cre^ib instruments ; Und some 
of the credit instruments becojne temporarily immobile ; and, 
to the extent to^hich this plv^nomcnon pxists, credit temporarily 
Ceasec. ‘ It is known that the assets which the Joint Stock Banks 
had available iif s corfiparatively mobile form — consisting of .the 
gold aijd Bakk of Engla^nd Notes which^hey held in their ^strong- 
roomfe and tills and balances at, the Bank oi England — did not 
exceed 15 per cent, of their liabilities to depositors. Loans at call 
or^short notice were largely nncallable. Stock Exchange securities 
held eithej- as in\^^stmeijts.or collateral security were to a consider- 
ablfe pxtent unsalable. During thp first week they t/ere altogeVher 
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unsaleable .except at a dangerous sacrifice. Bills ot exchange in 
the banks' own portfolic^ might* or might not be met at maturity, 
and bills which the banks had themselves accept#ecf might have to be 
■ me^ out of the banks’ own resources. Thus, a f^rgo»part of bankers’ 
resources were in danger of becoming immobile and solidified . 

Bn^fly, it may be said that, there were foiJr main causes which 
combined Jo 'J^mobilize credit ” at the outbreak of the war — 

• 1 . The fear by borrowers that they nji^ijt have to repay imme- 
diately large amounts of credit wj^ich the lenders had ta'ansfcrre“d 
to thegi previously on condition that it was withdrawable on 
demand. ^ A considerable part oj this borrowed credit had been 
' re-tran^ferred to others who desired to anticipate ^the ffroceeds of 
future sales or Services, and it was not callable immediately. 

2. The actual calling in, or attempt to. call in, by certain 
banks, financial houses, and.other institutioig^, of large amounts of 
credit lent on demand. 

3. The general fear (until Currency Notes were issued) that, if 
the lender insisted on the borrower r^p^ying credit in the form of 
legal tendci < urrency, •there might not be sufficient legal tender to 
meet all demands. 

4. The inability of foreign correspondents, owing to the collapse 
of the exchanges and for other reasons, to remit credit to this 
country to meet maturing liabilities and other demand calls. 

In the previous chapters there was discussed the effect of the 
emergency measures. These aimed at re-establishing confidence,* 
and they succeeded in restoring the mobility of many forms .of' 
credit immobilized at the oiAreak of war. The progress towards a 
return U) normal credit was* marked by* the gradual* recall of 
successive emergency measijwss. Jhe main characteristic of credit 
in this country is its spontaneous character, and necessarily as 
long as artificial and extraneous devi(^ 0 s were requigsd, the position 
was something intermediale between confidence .and crSlit*in»tJie , 
fullest sense of the word. When credit is sound, j^iJft as in the^case 
of a bealthy man, it does not n^ed tonics, nor is it coniCK^us^of its 
own state. It work^larg^y intuitively. Xll questioning, even a 
demonstration of " its mhereht scAydness,” ie^ evidence that 
there is some danger of a failure *of complete confidence* at on^ 
or mortf poinjs. The sound state of credij; is thatVhich needs no 
exterjial help, ' 

2 — ( 1723 ) • 
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So far no i;eference has been made to the general effe/jts of public 
demands on credit. Bearing in mind thg^ credit is based oh claims 
to goods or serV!c*^s which the community ali;eady has at its com- 
mand, or on tk^e piospective delivery of goods or services, of on 
the current market capital vajiies of the future powers of^prbduction, 
one resultant effect^ of increased taxation and extensive Govern- 
ment borrowing due to war conditions must be reduce, or to 
cause a reduction in tt^ cate ^f former increase of, the total credit 
basis of a nation, more particularly for the following reasons — 

1*^ Government requisitions in the form of immediate J;axation 
means that the community has to give to the Government, without 
consideration, goods and services which would otherwise bo largejy* 
used as a* basis for credit and to anticipate the pi'oceeds of future 
production and services, some of which credit would, under p^ace 
^ conditions, have been loaned to foj^eign and Colonial countries. 
Immediate taxation, that is to say the compulsory immediate 
giving of goods and services to the Government, does not bestow 
on those taxed any lien on^tlxe proceeds of future goods and services. 
Moreover, some of the repairs that may be needed to the sources of 
production to maintain them at their highest possible output may 
not be effected, and, if so, the future basis of credit will not be so 
great as it would have been if there had not been any additional 
taxation. 

2. Government borrowing in the form of loans from the com- 
munity acts on credit in several ways. The interest payable on 
the loans in future years means increased taxation, and therefore 
tends to restrict expansion of credit for the reasons stated in 
paragrajfh 1. The actual subscription of the loans themselves 
involves the handing over to the G^jYgrnment consuipable goods 
and services fca: the destructive purposes of war, in return for 
which immediate claims tlic Governmejit gives the subscribers a 
tiaasfera^le lien, on the proceeds of future goods and services; 
in qj;her wordsf ^n the future productive power and services of the 
commuflit}!. Owing to the great demand for the immediate delivery 
of goods and services, some of the rejmirs that arc needed to the 
powers of procUiction to ipjfintaiif thern at their highest possible 
/lutpulfVill not be effected, and the future basis of credit will not 
be so great as if would h^-ve been if there had not been^ny Extensive 
Gov^irnraent borrowing. 
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That pa4 of Government borrowing during war tlj^it represents 
loans t?) foreign and Colonial countries is simply the transfer to 
the borrowing countfies of immediate claims tofgBods and services 
in tjiis or other countries in return for securities grenting a lien on 
the procSecJs of the future productive* power and services of^such 
borrijwing countries. Unfortiyiately, a larg^part of the British 
loans madf to^reign countries during the recent war will never 
Be recovered. Present indications point wof^nly to loss of interest, 
but also to loss of capital. 

*3. Another effect on credit of extensive Government borrowing, 
owing to conditions of war, is tc| reduce the mobility of existing 
• credit. tThat is to say, people who have command of credi^ are not 
so disposed, as they are in times of peace, temporarily tp transfer 
their claims to goods or services, or to thi delivery thereof, to 
people wfi 0 4'equire immediate credit to anticipate future delivery, 
o^ goods or services. This disinclination to transfer immediate 
claims is due to, first, the uneasiness felt by the holder that he 
may have unexpected calls to meet Jiiqiself, owing partly to the 
disturbance - f credit *due to extensive Government borrowing ; 
second, the uncertainty of the due arrival of the promised proceeds 
of future goods and services. 

4. If there be a restriction of credit, or a reduction in its normal 
rate of expansion, or a reduction in its usual degree of mobility, 
that is to say its rate of transfer, there will naturally follow a rise 
in the price th^it has to be paid to the holders of immediate credit ' 
for the use thereof. Extensive public borrowing must, thcrefose, 
tfause a rise in the interest yield, not only from Government stocks 
but fron* general securities and othtr loans* The rat(' rff interest 
will rise ui^il the amount pf*credit available at such rate meets the 
demand. After a great war, crecjit^will again expand as more and 
more goods and services become available as a ba^s, and the rate 
of interest will then gradually fall to a normal Jevel. Tncteacing 
confidence must hasten the fall, for credit will bec 4 )l!ie more m<jbile 
with thg greater probability of the due arrival of the T^roceeds 
of future goods and tfer vices. • 

* An instructive illustration gf flie effects of great public borrowing 
for war purposes is^ given by the* following table, shovWng th^ 
extent df the,fall and rise in British Goveiyiment credit during and 
, subsequent to tie Nappfeonic W^s. It is particiriarly interestirfg 
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as illustratii^g how quickly Government credit was restoj-ed after the 
termination of these terrible wars' and leijds support to ther opinion 
that the recent fise in interest rates can be but temporary, and that 
a rapid fall wil^' tak<3 place in the course of a few years — 


CONSOLIDATED Th^EE PER CENTS. 


For Period. 

A^verage Price. » 

Yield at AveitiJ^o Price. 

1792 

84| ' 

£ 5 . d. 

3 10 9 

1793 

m 

3 19 2 

1794 

67i 

"^4 8 9 

1795-1799' 

1800-1^04 

58| ' 1 

5 2 4 

634 

4 14 9 

1805-1809 

63 

4 15^3 

1810-1814 

62i 

1 4 16 0 

1815-1819 

69J 

4 5 10 

1820-1824 

78k 

3 16 9 

1825-1829 

' 843 

3 11 2 " 

1830-1834 

85i 

3 10 2 

1835-1844 

92 i 

3 5 1 

1845-1854 

m 

3 3 8 

1855-1864 


3 4 7 

1865-1874 

92 

^ 3 5 3 


(War period, 1793-1815.) 


The quick rise in Government credit after the great wars of a 
century ago terminated, and until the year 1835, explains why the 
great conversion schemes of 1822, 1824, 1830, and 1844, which 
involved a material reduction in the rate of interest, passed off so 
sviccessfully. After 1835, for a period of about forty years, the 
credit ui the nation, as representdtl by the yield on Consot, 
became ^ilmost stationary, at about £3 5s. ’’per cent. The most 
important fact, therefore, to be, drav:^^ from the abqye table is 
that all Joans issued during great wars should bear early dates of 
redemption, to^permit conversion to lo>ver rates of interest when 
watranteffby tR^ state of Government credit. 

'Hie extent which the rate of interest rises in a country as a 
consequenV of w'ar conditions is obviously dependent on the total 
amount of War Loans* issued and theif* date€ of redemption. The 
economic and credit conditions, Active *and potential, during the 
jFecent*^ar were entirely diifei^nt to those ruling a hundred years 
ago. The rise^’in the r^te of interest in any county^ during war 
• » For 1797. yidd at average price Vas £5 ISs*. 5d. 

ft • • 



THE effect of ^AR ON CREDIT 


21 


reflects the^summation of the disturbances to credit* due to war 
conditicfhs, and the subsequent fall, after peace is declared, the 
grq^dual liquidation gf such disturbances. 

WJien considering the matter of the effect on (frcdit of great public 
borrowing fjjr the purposes of war, it has always to be borije in 
mindj;hat the total amount expended is not altogether lost to the 
nation. P^irt it is transferred in the form of profit to manu- 
^cturers, producers •and others engaged (wiVinmunition and other 
essential war materials, and an<ither part is represonted by 
ammunition and othgr Government stores which the commuftity 
has produced by working more ^strenuously and by overtime at^ 
*tli^' factf)ries and mills, but by energy which would, not fla^^^e been 
expended in pea^e times. But that part which is represipnted by 
amjnunition and other Government stores the energy to produce 
which has been diverted froci productive iiulustry is, of course, , 
irj’etrievably lost to the nation, as is likewise that part expended 
abroad on the purchase of ammunition and other stores required 
for the pro -'cut ion of war. • , 

Finally, oot' of the *unexpected effects on credit of the great 
amount of public borrowing during the recent war, that is to say 
the Government's unprecedented consumption of goods and ser- 
vices for war purposes, was very seriously to depress the American 
rate of exchange against this country, owing to the large purchases 
of foodstuffs and war stores that had necessarily to be made from 
America. Mucji of the burden so thrown on the credit of the 
United Kingdom was due to purchases made by her Allies bitt 
fiaianccd by this country. * 

• • 9^ 

In the tlifee chapters thgt *11 a ve* already been written, a more or 
less chronological review was ma^e^of the more important events 
and emergency measures passed duriflg the early .months of the 
war. A full account was given of Government assistance to*Ba«iks 
and Financial Houses at the outbreak of the wart •Reference jvas 
also maejn to the disturbing effects of a g^eat war or* tlffe (jredit 
fabric of a community. During the second year of the war there 
was a considerable recall of ^/afious ejjnergency measures, as, for 
instance, the gradu^ withdrawal f)f ipinimum prices for* Stock* 
Exchange securities. On the other hand, ^ in certain d|rections 
^here*were furt&er emygency meisures, such as the Act fot tht 
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restriction of. increase of rent for small dwelling houses, and also 
the restriction of increase of inter ek upon^mortgages of such houses 
(5 & 6 Geo. 5, c? 97). Then the calling-up of, married men for the 
Army resulted »in measures to relieve them, to a certain exjent, 
of tl)eir contractual obligations. On the whole, credit, iri the year 
1915 had adapted it.4elf to a state of- war, and any alterations ^which 
manifested themselves later were necessary to m^t t\\e needs of 
the financial and milv^'a»y sk nations as they^ developed. In the 
following, chapters the great cjxanges that took place in currency, 
ban(cing, and foreign exchange conditions during the course of 
the war and up to the time (d gojng to press are reviewecj at length. 
Separatp 'chapters are also devoted to a review of War Finance,' 
Price Moyements, and the Growth of Inflation. An Armistice was 
made with Germany on 11th November, 1918, and Peace was 
signed on 28th June 1919. 



CHAPTER IV 

CUJ^RENCY 

4t has been shown jn earlier ^hapter^ thaUthe outbreak of war in 
August, 1914, did not cause any great and sudden demand fo-r 
Currency by the public. There wSs no run on the banCs. ^ome 
of the I)SLnks, in ordef to be prepared for all eventualities, attempted 
. to preserve theii' gold reserves b*y paying out on 30th. and 31s1» 
Jlily and 1st August, 1914, Bank of England notes •instead* of goki. 
Whatever degree of hoarding of gold by the public took plhce during 
th5 early •St ages of the crisis, it did not reflect itself in large demands 
for withdrawal of gold from the banks, l^oubtless the publicf 
retained in their own hands for some time a large part of the gold 
already in circulation at the outbreak of the war. There is evidence 
that the u.^i.al flow otgold into the tahks was retarded by some 
slight loss oi confidence by the general public, and some aversion 
to circulate Currency Notes when first issued. Only to this extent 
can it be definitely asserted that there was some hoarding of gold 
by the public in the early stages of the crisis. 

But notwithstanding that there was no public demand for gold 
for hoarding purposes in the early stages of the war, there was, 
nevertheless, ^ gradual internal absorption, the Bank of England, 
losiifg to provincial circulation the very large amount of ££1,936,(J00 
in gold between 29fli July, 1)^14, and 28th July, 1915, Part of 
this absorption was duefto tj^e holding of additional currency stores 
by the banks and part to the ’increased currency lequirements 
consequent on the extensive milifhry lyobilization and the’increased 
prices of commodities, li the publfc had been rfbardtag jgold to 
any large extent, one would naturally expect tlie^ Savings Banks* 
to have experienced an abnormal amount of witlidrawals^sinc? the 
commeifbement of thf crisis. The reports, tiowever, of the Sliyings 
Banks for the year 1 91 4« proved,* aljnost without exception, how 
trivial had been the influence of the^crisis ®n tfieir accwjnulai^d • 
funds, j;he main influence exerted havflng been at slight check tb 

new business. / 

• • 


2*3 
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The main change in internal currency since Augus^ 1914, has 
been a record expansion of paper issue^ with all the attendant 
evils of inflatioD . There has also been an enormous expansion 
in potential cu|[ren\y — bank deposits — -which' subject is considered 
at length in the chapter reviewing the Banking Position since 
the i^ear 1913. 

Currency Notes. — The most important measure effecting the 
currency of the country 'that (vimc into operatiqn since the oulbreaK 
of the recent war was the Currency and Bank Notes Act (4 & 5, 
Geo^ 5, c. 14)^ passed on 6th August, 1914, to which reference WUs' 
made in the first and second chapters. Thi^ Act authorized the 
Treasury to issue Currency Notes for £\ and 10s. as legal tepder for ♦ 
any am6unt. It also provided that Postal Orders ♦were to be tem- 
porarily legal tender for the payment of any amount, a provision 
later revoked, as from 3rd February, 1915. 

’ Clause 3 of Section 1 of the Act provided that the holder of a 
Currency Note is entitled to obtain on demand, at the Bank of 
England, payment for the note at its face value in gold coin. 
Generally speaking, it may be said the public are ignorant of the 
convertibility of the note into gold, for no statement to such effect 
has been printed on any of the notes so far issued. 

The Currency Note issue has had six distinct uses or effects. 
First, it has enabled the banks to meet continuous demands for 
currency by the public, following the continuous rise, more or 
less, in commodity prices aild wages. Second, it has enabled the 
« Bank of England to conserve the gold stocks of the country, part 
of* which ‘has been exported with the object of rehabilitating ty 
some degz-ee, at different times, certain foreign exchangej^ adverse 
to this country. Third, by a very unexpected result, it has increased 
the amount of the cash reserves of the Joint Stock Banks (to which 
reference*^ is made in the chapter' reviewing the Banking Position 
since the«'>ear *«1913), notwithstanding ‘there has been an excess 
* witlidrawal ovc^ Seposit of legal tender from the banks since the 
outttreal^ sjf the recent war. Fourth, it has partly provided a cash 
basi§ ‘for a very great ‘extension of bank credit. (This use, as is 
stated elsewhere, has led to moitetary inflation on an artificial cash 
‘ basis.) otFifth, il ha^ provfde(J_ the Government with a loan of 
j^336,480,633 tof/ards the cost of the war, for'to this extend, up to 
c ‘ For dopy of Act, ^Appendix lil (a). 



4th August, 1920, the Government had drawn on the cash reserve 
balance of the Currenc^j Note Redemption Account and substituted 
its own obligations. Sixth, it has tended to \nwease the deposits 
of^the banks by tfie amount of the Goverr^hent drawings on the 
cash balance of the Currency Note Redemption Account ; for the 
drafte drawn by the Government are maiitly later paid into the 
Joint Stock Banks by their customers. This matter is fully 
explained in the \iext chapter. . ^ 

Currency Notes were first issued by the Treasury on Friday, 
7th August, 1914. The outstanding issue grew rapidly an^ con- 
tinuous^ until the* year 1920, although decreases occurred in some 
week^, probably mainly due to variations in Joint ^tock Bafik 
’reserves, and 4o the return of currency after holiday reqliiremffnts. 
The amount of Currency Notes and Currency Note ’Certificates 
outstaifdi^g on 4th August, 1920, was £366,679,828. It is not 
possible to state what proportion of this amount was in active 
circulation among the general public and what proportion was 
held by the banks as till money and reserves. Probably, the total 
outstandu g amount* is fairly evenly divided between the general 
public and the banks. Currency Note Certiftcates are certificates 
entitling the holder to demand from the Bank of England, acting 
for the Treasury, the amount of Currency Notes stated thereon. 
When the banks wish to increase their own reserves of cash, they 
may take from the Bank of England Currency Notes or Currency 
Note Certificates, at their option. * If they take the latter they 
may later exchange the certificates for Currency Notes. Whether 
banks withdraw Currency Notes or Currency Note* Certificates 
from tjie Bank of*England, J;hcir^balancf;s tliereat are«debited for 
the amount, and the cttsh^Ualance of the Cmrency Note Redemption 
Account kept at the Bank of England credit^^d with the same 
amount. Currency Notes or Cu^iency Note Cert ideates may 
be used by the Scotftsh and frish banks df is^ .as^ coveii 
for their own notes beyond the pre-war autjiorized limits of 
issue. 

The* following table shows the amount of Currency Ndt^s and 
Currency Note Certificates butstanding, together with the 
composition of the Currency ^Ndle Redemption Account^, 
yearly intervals *since Currency l^otes were» first issued on 
August, J914. 
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Currency Notes Outstanding and Redemption 
Account <• 



' * 

- V 


redemption account. 

ff 


Notes and 


Ratio of 


• 

Af 

Certificate^ 

Outstanding. 

Gold Coin 
and 

Gold and B. 
of E. Notes 

Government 

Securities. 

, # 

^alaijce at 
Bank«:)f 



Bullion. 

to Cur- 

^England. 




rency^Notes 


^ 1915. 

1 

1 , 

o/ 

/o 

£ 

£ 

August 4 . 

46,729,640 

28,500,000 

610 

9.585.828 

7,437,287 ‘ 

19i6. 




• 

August 2 . 

127,674,408 

28,500.000 

. 22-4 

92.704.722 

^583,605 

o 1917. , 





August 1 0 

168.541.536 

i28.500.000 

16-9 

141,590,655 

5,1^,641 

1918. 




r 

July 31 

263,299,933 

28.500.000 

10-8 

240.358,823 

1 

5,695.268 

1919. 




• 

July 30 . 

338,787,087, 

28.500.000 ! 

8;4 

323.326.735 J 

' 3.305.239 

1920. 

August 4 . 

1921. 

4th May 

1 366,679.828 

28.500.000 

18.600.0001 

1 131 

336,480,633 

1 268.974 

338.441.875^ 

28.500.000 

19.450.0001 

\l 14'2 ! 

! 302 734,722 

1 132,548 



3,000,000a 


1 t 

1 


The amount of gold coin and bullion held in the Redemption 
Account, namely, 3^28,500,000, has not been increased since 
12th May, 1915. An addition of £3,000,000, in the form of 
silver coin, first appeared in the Account dated 20th April, 

1921, 

' Bank of England Notes first appeared as an item in the Redemp- 
tion Account in the return for the wet4c ended 6th August, 19l9, 
the amounrt set aside in that week being £250,000. By 31st 
December of the same year, ^ank ^of*^ England >fotcs set 
aside amojmted (to £4,000,000 ; and iVy 4th May, 1921, to 
, £19,450,000. ^ ‘ ' 

t FoUpwin^on a‘ recommendation contained in the final report 
of the Committee on Currency and Foreign Exchanges after the 
War (issued on 13th December, 1919), to the effect that the maxi- 
mum J&Suciary circulation of Currency Notes in any year should 
be the legal maximum for the 4ollo\^in^ y^ar, a Treasury Minute^ 
^as*issue^ two days Idter unHerc which such issue was restricted 

' Bank of England Notes. , * Silver Coin. 

*«For colly of Miiyite, Appendix III [d). 



for the year 1920 to a total of £320,600,000, except in so far as 
such rfjotes were issued against gold or Bank of England Notes. 
Under this limiting condition, the maximum ^f^uciary circulation 
for the following year, 1921, automatically ^became £317,555,200. 
Xfie C(jcnmittee referred to suggested limitations upon the fiduciary 
portion of the Currency Note issue with a view to the rcstbration 
of file normal^ arrangements under which demands for new currency 
operate to reduce^ the resefve in tjie l^iking Department of the 
Bank of England. The effect of such limitation will doubtless »f or 
many years tend to maintain higli Bank Rates. Shoufd thc^Bank 
of England not be tible to maintain a reasonable percentage reserve 
itself^by additions of gold, it would appear that the limitation on 
’the fiduciary portion of the Currency Note issue Vill haxte at times 
to be temporarily suspended. ^ * 

* The issue of the Treasury Minute above referred to was preceded 
by an announcement by flie Chancellor ot the Exchequer in the 
House of Commons on 15th December, 1919, that he proposed to 
give immediate effect to the following recommendations contained 
in the hual report •oi the Committed on Currency and Foreign 
Exchanges after the War — 

(1) The legal tender status accorded to the notes of Scottish and 
Irish banks as an emergency measure in x\ugust, 1914, should be 
withdrawn, and pre-war conditions restored. 

(2) The actual maximum fiduciary circulation of Currency Notes 

in any one calendar year should l?e fixed as the legal maximum 
for the next! • 

•(3) The practice of placimg Bank of England Notes in the Currency 
Note jeserve, as Cover for ^he note issu^', should, as opportunity 
arises, be continued.* (T^e Chancellor announced that it was his 
intention to continue tfns policy.) ^ 

(4) The Treasury Minute Tncfdt; under Section 2 of the Cur- 
rency and Bank NoCcs Act, f914, providing .the issuQ 

on loan of Currency Notes to joint stock banl^, should now be 
withdrawn. 

It will be observed from the followii^ table that the^greatest 
increase in the amount of (JuUtanding Currency Notes and 
Currency Note Certificates toqjc f)lace ckiring the twrth ‘yeAr 
of Wftr, but the gi^eatest percentage increase duriig the second ^ear ' 
of^war. 
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Annual Increases in the Amount of Currency Notes and 
C tjRRENCY Note Certificates Outstanding c 


At 

1 

Notes and Certifi- 
cates Outstanding. 

Increase in Amount 
Outstanding. 

Percentages 

Increase. 

1915. 

£ 

! £ 

ft 

August 4 . 

1916 

46,729,640 

! - 46,729.640 " i 

1 ' i 

— 

August 2 

1917/ 

1 127.674.408 

1 *1 

80.944,768 

173% 

August- 1 

1918. 

1 168.541.536 

40,867.128 

32% 

5'B% 

1 »- 

Ju^y 31 

1919. 

263,299.933 ' 

94,758.397 

1 

July 30 . ' . . 1 

1920. 1 

338,787,087 

75.487.154 . 

1 

' 29% 

1 

August 4 . . j 

366.679.828 

j 27.892,741 

1 

?% • 


An interesting feature about the issue of Currency Notes is that 
the amount of £1 notes outstanding has shown each year an increas- 
ing proportion as compared with the outstanding amount of 10s. 
notes. The amount outstanding of £l notes increased 115 per 
cent, during the two years ending 30th July, 1919, but the amount 
of 10s. notes only 40 per cent. This disproportion of increases is 
obviously partly due to considerably increased wages and the 
great rise in commodity prices necessitating people carrying with 
them for their purchases an increasing proportion of £l notes. 
Another factor contributing to the disproportion will be the tendency 
of banks to ‘keep their reserves in £l notes rather than IDs. notes, 
after they kavc acquired a reasanabPe quantity of the latter for 
till purposes. During the year eeding* .4th August, 191f0, there 
was an incfease ia the amount of^£l notes outstanding, but a 
% reduction in the amount of lO^j. notes. 

« ^ The, increase in ^the amount of outstanding Currency Notes 
during^the year ekejing 4th August, 1920, was only £28,812,741, or 
an increasaiof,9 per cent, on the amount of such notes outstanding 
on 30t4i July, 1919. The outstanding amount^ of Currency Note 
Certificates during^ the same yeJir 'de^re^iseS £920,000. 

^ re^^son for the^ increase » in the outstanding amount of 

Currency Notes d!iring the. year ended 4th August, 1920, waCs the 
transfer of* the major part of the 4-emainin^ ^gold r Serves of the 
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Joint St(jck Banks to the Bank of England, and tl^eir substitution 
by Ourrency Notes aijd Bank of England Notes in the internal 
reserves of the former banks. Large tr?;n:jfers of gold were 
rnade by the Joint Stock Banks to the B^nk of England in the 
early months of the year 1920, the amount of gold held by the 
Jojnt Stock Banks at the commencement «f that year being esti- 
mated aj froyi £35,000,000 to £40,000,000. This centralization of the 
gold stocks of the country had been^ strongly advocated during 
1918 and 1919.1 

It^would appear that the Currency Note circulation h.as now 
reache(^its maximum amount, and that in future years there will 
take 4 )lace a gradual decline in the outstanding amount. A decline 
will naturally* follow the present restriction in bank credit ana the 
limitation imposed by the Treasury MinutCjOf 15th December, 1919, 
on the* fiduciary portion o^ the issue. ^ 

One might have expected some considerable reduction in the 
outstanding amount, following the severe fall in commodity prices 
which has been in operation since April, 1920. But the figures 
given be!' w show l^tle diminution since 31st March, 1920. They 
indicate, however, a present tendency to reduction. 


At 

Currency Notes 
and Certificates 
Outstanding. 

1919. 

1* L 

March 26th 

! 328,064,000 

June 25th .... 

342,310,000 

October 1st . 

335,021,000 

December 31st 

1^0. 

356, 152,000* 

March 3>lst. 

335,372,000 

June 30th . ., . 

357,356,000 

September^ 29 th 

353,795,000 

367, 626.0(5)1 

December 29th f • 

1921. . 

• 

March 30tn ... 

■343,826,00< 

June 29th .... 

323,884, §00 

• 


Th^ reasons whjj a material decrease has not yet Italcen# place in 
the outstanding amouivt of Cursency Notes, in sympathy with the 
fall in prices, may be said to be three, namely : (1) Retail pric(^ 

^ I^r. J. E. Alleri^ disagrees with this policy of centralization. 

* Increase due to temporary absorption of additional currency f^r Christmas 
holiday requirAnents. • • 
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have not yet wholly responded to the great fall in wholcs.'^Je prices. 
(2) Reductions in wages (up to 4th May, 1921) have not been 
material. (3) Thfe ^Joint Stock Banks may be keeping larger 
amounts of such -notes in their own reserves. 

Below there is given the Balance Sheet of the Currency Note 
Account as at 4th May, 1921 — 


CulRPENCV NOTB ISSUE 


Balance Sheet, 4ih May, 1921 


Notes .outstanding — • £ 

One Pound . . 265,897,714 

Ten Shilling . . 41,630,891 

CeVtificates outstanding 28,770,000 


336,298.605 


Total 

Notes called in but not 

yet cancelled^ . . 2,143,270 

Investments Reserve A/c. _1 5.375,395 


Total 


353.817,270 


Advances — 

Other Bankers 
Currency Note Redemp- 
tion Account — 
Gold Coin & Bullion, . 
Silver Coin 

Bank of England Notes 
Government Securities 
BaL.ncc at Bank of 
England . 

Total 


£ 


28.500.000 
3,000,000 

19.450.000 
302.734.722 

132,548 


353.817,270 


It will be observed from the above Balance Sheet that no advances 
to banks were outstanding at the date of making up the Balance 
Sheet, 4th May, 1921. By a memorandum issued by the Treasury 
in connection with the Currency and Bank Notes Act of 6th August, 
1914, banks were placed in a position to obtain advances from the 
Treasury in the form of Curr ncy Notes up to a maximum limit 
not exceeding, in the case of any bank, 20 per cent, of its liabilities 
on deposit and current accounts. In the initial stages of the 
crisis the banks took advances for nearly £13,000,000 in the form 
of Currency Notes, but tnis amdtint v^as quifkly reduced. During 
the greater part of the war, the 'iotak amount of such advances 
outstanding at arly time was considerably under £1,000,000. At 
1st August^ 1917‘^ the amount » outstanding was £434,500, and at 
'30th JuFy, 1919, £480,000. On all such advances made by the 
Treasvry interest had to be paid at current Bank Rate ; conse- 
quently, the ^anks foun^l it cheaper to take Currency Notes by 
drawiflg on their own balances at the Bapk of England. In the ^ 

• 1 *11113 ifijejn has ortly appeared iv the balaifce sheets since 21st July, 1920, 
cniJTis gener&ly considered to ref^r to^liotes of early issues called in but not 
at the date- of th^ balance sheet returned to the Bank of England for 
cancellation# and any suchendtes held^by the Bank of England awaiting 
cancellation. * . • • 
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• 

early stagjss of the war, the power to obtain advs^nces from the 
Treasmry up to 20 per-cent, o! their deposit and current account 
liabilities admittedly inspired confidence amorg^^he banks, as was 
tlic intention of the Treasury. ; 

An item in the above Balance Sheet that calls for explanation is 
the Investments Reserve Account, the an'tbunt standing to the 
credit of thj^s^ account at 4th May, 1921, being stated to be 
** ;fl5,37v5,395. Thi^ amount represents tjjterest received on all 
advances made to banks in Currency Notes and on account of tlie 
securities held for the Currency Note Redemption Accoimt, a 
provisiojj made in a Treasmy Minute ^ dated 3rd May, 1915. 

Siise Currency Notes were first issued on 7th August; 1914, their 
design has bdcn changed twice. The number 'of forged nites 
discovered has not been great considering the large amount of 
notes ifi girculation. The^ design and paper of the first notes 
^issued facilitated forgery, in particular the 10s. notes. As notes 
of a new design were issued, the Treasury cancelled the notes of 
former issues as returned from circulation. On 11th June, 1920, 
the Treasn. y issued m Ordcr^ calling in Currency Notes of the first 
and second issues and directing that as from the date of this Order 
all such notes would cease to be current or legal tender within the 
United Kingdom. Holders of notes of the first and second series 
might before 1st September, 1920, exchange such notes at any 
Money Order Office or at the Bank of England or the Bank of 
Ireland for notes of the current issue. This Order was later 
recognized as* irregular, for Currency Notes were issued under Act 
of l^arliament, and there i^ high legal authority for the view that 
they cjjn only be cancelled in cir^-ulatioii by another. Act. The 
Treasury^can withdra'R^ th»m frj>m circulation, and cancel them as 
they arc withdrawn, but t^henever presented they must bq honoured. 
Recognizing this fact aft^r the issue of the Order o^ 11th June, 1920, 
the Treasury issued a Mifiute on 31st July, I 929 , ’whicK'stated that 
the Chancellor of the Exchequer proposed thaj ?jn and after 1st 
Septernber, 1920, provision shall continue to be made*\^-s.ereby the 
holder of any Currency Notes of the first and second issues may 
^receive in exchange, on* application at the Bank of England, but 
not otherwise, other Currency N(if cs^of the l^ame face vc^hie. 

• • *0 

^ For copf of Treasury^ Minute, Appenflijwlll (c). 

»»For copy o4 Order, see Appendix III (^). 
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During the^ first few months of the war, opinions yere freely 
expressed that the Currency Note issue would have been unnecessary 
if the banks had cofitinucd to pay out gold as formerly. There is 
much to support4his,view in the early stages of the crisis, but later 
developments proved that, sooner or later, an issue of Currency 
Notes ^ would have had to be made, consequent on the great expan- 
sion in bank credit, rapidly increasing commodity ppces, and 
wages. The pre-war a^nount of internal cur’-ency would have* 
proved altogether inadequate to effect every day exchanges of 
cominodities at the higher level of prices. Moreover, it was^neces- 
sary for the Government and the banks to conserve the golct stocks 
of the country, in case part of the gold would be later requiyed for 
export purposes to stabilize certain of the foreign exchanges. 
As is well known, part of the collected gold was at different times 
put to this service. Additional currency was also required' to meet 
the needs of mobilization. 

That the issue of Currency Notes had been absolutely essential 
in view of the above conditions was clearly recognized by the 
Committee on Currency and Foreign Exchimges after the War. 
From the interim report of this Committee, issued on 29th October, 
1918, the following extracts are made — 

The greatly increased volume of bank deposits, representing a corre- 
sponding increase of purchasing power and, therefore, leading, in conjunction 
with other causes, to a great rise of prices, has brought about a corresponding 
demand for legal tender currency yfvhich could not have been satisfied under 
the stnngent provisions of the Act of 1844. . . . Plainly, given the necessity 
|or the creation of bank credits in favour of the Government for the purpose 
of financing war expenditure, these issues (Currency Notes) could no^ be 
avoided. If they had not been made, the banks would have been unable to . 
obtain legal tender with which to meet cheques drawn ^or cash on customers' 
accounts. Ihe unlimited i».suc of Currency Note^ in exchange for*’ credits 
at the Bank of England is at once a conscqurnce and an essential condition 
of the methods which the Government have%..und necessary t?) adopt in 
order to me^t their Svar expenditure.^ « 

4 

Gold Silver. — It wa^ not to be expected that a great 
European War ^ohld continue for any length of time without 
havirtg a material ^effect on the prices of gold and silver, the two 
metals that before the wur were the main constituents of, 6r basis 
for, the currencies of the chiefs cofuntries of the world. The great, 
c/ol«me more Ar leas, incoivertible paper issues during the war 
^\V5is bound to ca^ise an appreciation in metal values in syiqpathy 
with rises, in prices of o4hdr comn^dities, ajid for oAet reasons. 

* In thcvabsence of a Bank of England issue of small notes. . 
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The ^pitciation in the price gf gold since the commencement of 
the recent war has not bten as great as in the case of silver, but, 
nevertheless, it has* been very material. The record price of 
127f. 4d.jpcr fine ounce was reached on 5th Felfruai^, 1920, the day 
following the date (4th February) the New York rate of exchange 
on Lt<ndon reached its lowest point, namely, 3.21 1. At this price 
4he premiifm the nonTial#77s. 9d. per ounce standard is 50T2 
per cent. (Standard gold is eleven-fwelftht fine gold, one-twelfth 
dloy.) Since the record price wasP reached there has taken place 
a fall, Up to 6th Mivy, 1921, of about 19 per cent., the pric? on 
^ that datc*bcing 103s. 4d. per fine*ounce. Gold, as is well known^ 
representing the English standard of value, has a very ^iifferejit 
place in the currency of the United Kingdom than silver. Coins 
mifde of, the latter metal are token coins*, and are only legal 
tender for a* maximum amoifnt of 40s. per titmsaction. Whatever 
Ae weight of gold a person (almost invariably the Bank of England) 
takes to the Mint to be coined into sovereigns or half-sovereigns, 
the Mint n,akes no charge for coining* the metal. Every ounce 
of standard gold makes £3 17s. lOJd. worth of sovereigns or half- 
sovereigns. If, instead of sending gold directly to the Mint, the 
owner pursues the customary mode of selling it to the Bank of - 
England, he will receive immediately, according to the Bank Act 
of 1844, £3 17s. 9d. per ounce, instead of the full Mint price of 
£3 17s. 10|d. This dilference of ljd.*per ounce is to cover loss of 
interest, and tfther small charges, which the Bank of England has 
^to bear before it can receive tjie gold back from the Mint iii the fofm* 
*of sovereigns and Imlf -sovereigns. 

During the war the gold production of tTic British Empire was 
command#ered by the B*.nk o^ England (by authority of the 
Government) at the pre-war prict oi£3 17s. 9d. pef standard ounce. 
This price restriction was Removed oi?1[2th SepU inl^er, b9i9. Since 
that date new gold from the mines has been sold m the open*m«trket • 
to the highest bidder, and re-exported when des*ired, ^i^iject^to a 
Govermficnt licence. ^ Since the removal o4 the fixed pticQ few gold 
J)ullion, the market price jn this country has naturally been largely 
determined by the course ©f the F^w Yoijk EKchange rate pn » 
London. 

Particular of world ^old production •siiice 1891 are jhown in 
a ta!)Ie given iiT a later chapter reviewing the course of the Foreign 

• 3 — ( 1723 ) • 
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Exchanges since 1914, from which table it will be observed there 
was a serious shrinkage in the annuar production of the metal 
since 1916. 

The rise in the market pi ice of gold made the Government very 
early in the war declare it illegal for any person to melt up of to sell 
for a premium gold coins of the realm. It is obvious that if this 
had not been doueave^y great temj’^ation wamldha-ve been placed 
before people to demlmd gold from the Bank of England for its 
uwn nofes or for Currency N('?tes, and to sell the withdrawn gold 
for its current market price. A few withdrawals for this purpose 
- are known to have taken place. ' There has also been some melting 
rp of gold coins in internal circulation for the ?ake of profit by 
the sale of the metal. Any attempt to obtain gold in large quan- 
tities from the Bank of England, except when authorized' for 
export, would, of 2ourse, have conipelled the Government to 
empower the Bank of Iingland to suspend gold payments against 
its own notes or Currency Notes. In elfect, therefore, if not in 
name, it must be said tha^ tlie gold standarckin the United Kingdom 
has been suspended since the early stages of the war. 

vSilver began to show a gradual and mat(Tial rise in price from 
the year 1916. On 10th February, 1914, the cash price of silver per 
ounce standard was 26^0. Just before the war, on 28th July, 1914, 
the price was 24i^r..d. On lOth February, 1915, 22}i;d. ; on 10th 
February, 1916, 27d. ; on 9th February, 1917, 37gd. ; on 8th 
February, 1918, 43d. ; on 8th February, 1919, d^rr.d. ; and on 
llth February, 1920, the record pric«e of 89Jd. was reached. The 
rise was^very rapid during the last quarter of*1919 and the first six 
weeks of 1920. .Since llth February^ 1920, there has taken place 
a great fall in the price of silver, tl*^ price on lltlf February, 
1921, bAng 36Jd. per oiinfe; afid on 6th May, 1921, 34Jd. per 
ounce, c • • • • 

'fhe rapid ri|/e bi the price of silver during the closing months of 
19ftl an^l ^he first few weeks of 1920, making the intrinsic value 
of silver coinage of the United Kingdoni, greater than the face 
value, a Coinage Act (10 Gcq. 5, c. 3)^ was passed on 31st March, 
1020, uc^lucing fhe fineness %f the silver in coins thereafter minted 
^rom “ 925 fine " to “ 5(KJ fine." The effeef of this alteration is 
tjiat new silver coins ^ill be ond^half silver and oi^-h*alf alloy. In 
^ I^or copy of Act .sec Appendix V*!. 
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pre-'w^r times the Min^ made ‘a substantial profit on the coinage 
of silver currency. 

A commencement of the issue of the lUiw silver coinage was 
made on Monday, 13th December, 1920, notwithstanding that the 
previous necessity for the reduction in its fiiieru‘ss had passed away 
with tt e subsequent rapid fall in the price of silver. It is interesting 
' to note that the fineness of the silver T^eviously minted had been 
in force since the reign of Queen Elizabetfi. • 

In ^the following table there is shown the highest and lowest 
prices *cij silver (in* pence per ounce standard), ^ and the average 
price ^or the year for eacli year since 19132— 

• 

Maximum, Minimum, and Avekage Price of Silver 



1913 

19ft. 

! 1915. 

1918. 

! t917. 

1918 

1919. 

Highest quotation 

29| 

1 

271 

1 ' 

27i 

37k 

55 

49X 

79| 

Lowest q otation 

25;.^ 

22i 

22;, 

281, V 

35 1 

42i 

47J 

Kange of ^ i ccs . 

3,ir ! 


41^- 


19,, » 

7 


Average pi.'e 

27;., 

25;, 

231.1 

31 

40i 

47 ;„ 



1920. 


89J 

38| 

501 


During part of 1918 and part of 1919 the price of silver was* 
controlled by the British and American Governments. A Treasury 
Order issued in this country on 13th August, 1918, fixed the maxi- 
mum price at 48lijd. per ounce standard. Soon after, the United 
States Government fixed the maximum at 101 J cents per ounce finsi 
Ihb British Government ftllowed suit on 21st August? by raising 
the ma,\jmum in tfiis country to ^^d. C^n 5th May, 1^119, in the 
United States, and fdur^days later, on 9th May, in the United 
Kingdont, Government Control of price was rernqved from silver. 

The rapid rise in the price of silver from 1916 onwards to February, 
1920, was due to a vaiibty of causes. As a coihmodipy jt would* 
tend to rise with general prices. Increasing insurance and freight 
rates would tend to have some influence on the mafl:l%t pr*ce of 
silver. During 1918 and 1919 enormou^ amounts of silvt'i; were 
tiecessary to pay for theflieavy c^feess of goods imported from India 
and China. (Gold exports* to Ij^dit have •necessarily h«id to\b(f 

‘ Standard silver vvas then thirty-seven forUeflis fine sTlver, three-fortieths 
alloy ; or millesynal fineness 925. ^ ^ 

“ Pricos furnished by^Messrs. Pixiey & Abell, bullion brokers. London. 
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«• < 
considerably restricted since 1913.) The net imports of silver 

into India during cthe twelve months ending 31st March, 1919, 

amounted to 11? per cent, of the world’s production of the mefal 

during the same period, as against 26 per cent, of the annuai^ average 

production in the pre-war quinquennium, 1910-1914. Ky the 

Pittman Act, passed in the United States on 23rd April, f918, 

India obtained about 200,(100,000 fine ounces of , silver irom America^ 

during 1918 and 1919. The rise in world commodity prices would, 

in itjelf, cause an increased demand for silver in Pastern countries.'' 

Extensive hoarding of the metal in interior parfs of certain^ebuntries 

Vas also another factor contril)uting to scarcity. And, finally » 

thVre is the shrinkage in silver production since 1914 to be borne 

in mind as an imporJ:ant influence tending to cause the market 

price to rise. The extent of the shrinkage is disclosed by the 

following table, which shows the annual production of silver since 

1901— 


World's Production of Silver 
(7m miJlions of fine ounces) « 


1901 . 

. 173-0 

1911 . 

. 226-2 

1902 . 

. 162-8 

1912 . 

. 224-3 

190:t . 

. 167-7 

1913 . 

. 223-9 

1904 . 

. 164-2 

1914 . 

. 168-4 

1905 . 

. 172-3 

1915 . 

. 184-2 

1906 . 

. 165-0 

1916 . 

. 168-8 

1907 . 

. 184-2 

1917 . 

. 174-2 

1908 . 

. 203-1 

1918 . 

. 197-4 

1909 . 

. 212-1 

1919 . 

. 174-5 

1910 . 

. 221-7 

1920 . 

. 169-0 1 


The fall in the price of silver since Vebruarj^, 1920, may, in the- 
main, be •attributed to* the folk)wing causes — the balance -of trade 
moving against India and Chin^, th^.fall in commodity prices, 
the demoiietising of silver by certain countries, and the reduction 
of the fineness c^f new silver Coinage issued in the United Kingdom 
, and*heT l5ominioi^, and in certain foreign countries. The decline 
in insurance anfl freight rates would also have some influence. 

On ^23rS *iDecember, J920, an Act was passed (known ^as Gold 
and Silver (Export Control, etc.) Act^) to control the exportation of 
^ gold and silver ^oin and bullion, an^ to prohibit the melting of 
» impropJf use of gold and ^ifvep coin. Restrictions on the export 
of silver bullion were, ^lo^vever, removed on 8th Fi^bryary, 1921. 

1 Subject to correction. . 

* For copy of Act, see Appendix VII. 
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For lack of reliable data, it is not possible to compare with any 
degrees of accuracy the amount ^)f gold and silver coifl in the hands 
of the public at the outbreak of the war with^tjie amount at the 
tune of writing. Afl that can be done is to giye some rough figures. 
AccordiHg to an estimate by the Mint, the amount of gold coins 
in thii hands of the general public (exclui^ve of the banks) at 
30tli June, 1914, was 3^78,350,000. This estimate of the Mint 
• involved a calculation extending b^ck ta 1903, and in which an 
allowance had to be made for coins used tn manufacture, and ]tr 
‘invisible exports of coins. Front the details of the calculation 
furnisffed by the Mifit it would appear that these two indeterminable 
sourc(^ of loss of coins had been*under-estimated, particularly the 
amount of gold coin melted up and used in various arts afid manu- 
factures. In a table given on the next page, it will bt observed 
tCat Ml' 4- II- Cxibson estimates the amount of gold coin in the 
hands of the general public at 30tli June, ffel4, at an amount not 
exceeding £50,000,000. This estimate is partly confirmed by 
figures given in the Interim Report of the Committee on Currency 
and Fore ■; n l^xchangi's after the War, issued on 29th October, 1918. 
This Committee estimated the amount of gold coin held by banks 
(excluding gold coin held in the Issue Department of the Bank of 
England) and in public circulation at £123,000,000. As the amount * 
of gold coin held by the banks at the commencement of the war is 
generally considered to have been about £70,000,000,^ the amount 
in the hands of the general public would be in the neighbourhood of 
£50,000,000. * Wliat the amount in the hands of the general public 
is t^t the time of writing, «t is impossible to state, but probably 
about £10,000,000.* During jhe issue of ^he various ^^ar Loans, 
it was noticed that a lew pf the applicants elected to pay part or 
the whol? of their subscAptions Tn gold, which they must obviously 
have hoarded in their homes. *l'lf()ugh gold has disapp*earcd from 
circulation, it still trickleS into the banksin small JFarmers, 

and people residing in small villages, agricultuTat districts, and iif 
out-of-way places, particularly on hill tops, have always sh^n a 
tendency to hoard gold coins. This fact Is well known to Savings 
•^anks. Hoarders of fhis character were little influenc(^d by 
Treasury notices issued during ^thf war mvitmg the.publicf^ t(f 
exchange gold coin^ for Cmrency Not?s at the PoU Offices and tffe* 
I'Some authorities estiTnate the jfmount at about £65,000,0(10. 
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Estimate of the Amounts of Gold and Silver in the 
Possession of the Public Before the War 

By Mr. A. H.' Gibson ' 

A. Liberal estimate oj amount of gold and silver in the pockets and homes 
of the public before the war [exclusive of that in tills and safes of 
shops, etc ) — 


' , in millions : approximate. 

Amount of Gold ^ 


per family. 

Number of | 
Fanjihes.^ i 

j "I 

Total amount of 
Gold held. 

Total amou 
Silver he 


1 

i 

1 

None .... 

0-5() ! 



10 0 

1-00 

0-50 ^ 


0 0 

200 

200 


10 0 

2 00 

300 1 

[ 6 00 ' 

, £2 .0 0 

1-50 

3 00 


/2 10 0 

100 

2-50 1 

e 

£3 0 0 

0-50 ; 

1-50 



. 8-50 ' 

,12-50 

4S-ob 

£'3 10 0 

0-25 

1-00 


£4 0 0 ) 




£4 10 0 ( 

0-50 

2-25 ! 1 


£5 0 0 ) 


l| 

1-50 

Between £5 and £ 1 0 

o-5r 

3-75 


Above £10 . 

0-25 

5-00 ! J 


Hoarded . . . , 

— 

5-50 1 

1 

0-50 


10 00 

3000 i 

8-00 



71 1 



B. Liberal estimate of amount of gold and silver in the tills and safes of shops, 
mills, warehouses, hotels, public-houses, farm-houses, lodging-houses, 
hospitals, schools, rathvay offices, post offices, and various other 
classes of offices — < 


But 

kot 

in millions approximate. • 

Exceed- 

Exceed- 

Number of .. 

Total amount of 

Total amount of 

ing. 

ing. 

Shops, etc,* 

GoJ^d hefll. 

Silver held 





%- 

f 


’£ 2 

0-125 , " 

• 0-20 

t, 

£ 2 

.£ ^ 

0-150 * 

0^0 


£ a 

£ s ! 

0-200 

0-80 


£ 5 

£10 , 

'* 0-350 

2-60 


7-00 

£1^ 

.£20 

^ 0-250 

3-50 



£20 

• £^o , 

0-150 i 

5-00 



£50.* 


0«075 

7-50 , 





1-300 * 

^2o-5o 

£700 


4' 

• * 

^ Prior to the war the numljcr of farnilies in the United Kingilom slightly 
exceeded IQpOOO.OOO, and thfnuml^er of Shops, mills) etc., was^bout l,300,p00. 
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banks. A copy of one such notice issued by the Treasury on 8th 
August yi 1915, is given below — • ' 

♦ In view of the importance of strengthening th? gold reserves of 
the country for exchange purposes, the Treasiiry have instructed 
the Post t)ffice and all public departments charged with the ^uty 
of niaJ^Ing cash payments to use^iotes instead o1 gold coins whenever 
possible. Th(i •public gener^Jly are earnestly requested, in the 
national interest, toVo-operate with the Treasury in this policy by 
(1) paying in gold to the Post Offir§ and to the banks ; (2) asking 
for payiyent of cheque's in iKjtes rather than in gold ; (3) using nfjtes 
rather th*n gold for payment of. wages and cash disbursements 
*generallV/' 

The amount of silver in circulation at 30th June, 1914, and at 
the time ’of .writing is also an unknown quantity. At the former 
date a fair estimate would be £15,000,000. i?t the time of writing 
tlie amount probably approximates to about £40,000,000. Accord- 
ing to a statement furnished by the Chancellor of the Exchequer 
to the Imese of Conimons on 2nd* March, 1920, the following 
British silver had been coined and issued by the Mint since 4th 
August, 1914 — 


3d. pieces to the value of . . . 1,126,060 

6d. pieces „ ... 2.64l’325 

Is. pieces „ „ ... 8,156,668 

2s pieces „ „ . 10,114,605 

2s. 6d. pieces ... 16,187,722 


38,226,3{^0 


• • « 

The statement of tlfe Chancellor of the Exchequer giving no 
iridication*of the amouiit^of worn silver coin withdrawn during the 
same period, nor of sih'eimssued*to*aijid withdrawn from T; he Dom- 
inions, Colonies, etc., it Is not possible’ to estimate fr^^in^it the 
increase in the amount of silver in the hands of tliti general public * 
of the United Kingdom since 4th August, 1914.* Moitxf^er, ?ome 
of the new silver will Jiavc been absorbed iif increased b^nk r^syrves 
silver. This latter aifiount, however, will be published in the 
next Mint Report. * •• •• 

Bank Notes. A^ will be observeef from the4;able shown on* 
pag(i41, a vei'i great ^increase Infs taken jtlace in the Bc^ik Note 
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circulation since the commencement of the recent war : the total 
increase in the various issues, during six years, bein^ about 
£130,000,000, ar.d representing an increase of about 288 per cent, 
on the active circulation during July, 1914. Of the total increase, 
notes of the Bank of England account for about £89,000,000, notes 
of the Scottish banko for about £23.000,000, and notes of the Irish 
banks for about £18,000,000 (taking four week averages). The 
issues of the few remainmg private banks inc'^eased by the small 
amount of about £100,000, but the issues of the Joint Stock Banks 
decreased by about £19,000, in fact, disappeared altogether. ^ Owing 
to provincial banks losing right of issuer on amal garnet fon with 
London banks. Before the war it was generally consideicd that 
flom 7(y to 75 per cent, of the Bank of Engkindmote circulation 
was in the reserves and tills of the other banks. Such a high 
percentage, however, can hardly rule^ at the time of .writing, for 
several reasons. The £5 note at the present time is more than ever 
used for everyday transactions on account of the considerably 
increased commodity prices, cost of travelling, etc. It is known 
that some people have partly evaded tlndr due share of the Excess 
Profits Duty by cashing cheques at banks for Bank of England 
Notes for the purpose of hoarding or concealment. Of the great 
increase of about £39,000,000 in the Bank of England Note circula- 
tion during the year ending 7th July, 1920, £16,100,000 was due to 
Bank of England Notes b(^ing set aside in the Currency Note 
Redemption Account. 

" JThe great increase in the Scotch and Irish Bank Note issues is due 
to the fa^t that before the war the ‘notes of such banks always, 
had a veiy active circulation. . The<public in f^cotland and Ireland 
had become thoroughly accustonied tor paper issues. The Govern- 
ment recognizing this truth, Section 4 di the Currency and Bank 
Notes Act of 6th August, 1914, provided as follows — 

Any bant notes is^sued by a bank of issue in Scotland or Ireland shall be 
legal tender for a payment of any amount in Scotland or Ireland respectively, 
and kny sufl\bank 6f issue shall not be under any obligation to pay its notes 
on demantl c:>tcept at the head office of the bank, and may pay itf notes, if 
though^t fit, in Currency Nbtes issued under this A«t : Provided that notes 
which are legal tender under this segtion shall, not be legal tender for anji; 
payment by the h^ad office of the bank by whom they arc issued for the 
pyrpose of the payment ^f notes^lssyed by *that bank. 

The legal tender stat^s,accord(^d to the notes of Scotch and Irish 
Dhnk§ iif the above Section was withdra\^n as from 1st January, 
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1920. Urvier two Acts of Parliament passed in the year 1845, 
banks *111 Scotland and Ireland* may issue notes in Excess of their 
authorized issues, provided the excess is covered by gold or silver 
coiji in their possession, the silver not to be inore than one-fourth 
the ammmt of the gold. 

Bamk Notes 


Average Qt»culaiion for Four Weeks Endino Dates as Stated 


Bank of England. 

Private Banks 
in England. • 

1 " ‘ ' 

Joint ^tock Banks 
in England. 

; Total. • 

• 

*• 

July 8* 1914-— 

• 

July 4, 1914-v i 

Julv 4, 1914— 

i 

109, 149 

/62,578 1 

y;i9.135 

P9, 190,862^ 

July 7, 191S-T 

July 3, 1915— 

July 3, 1915»- 

! • 

y 33.946,480 

y:83,912 ; 

y;25.638 

[ /34.056,030 

July 5, 1916-^ 

July 1, 1916— 1 

July 1. 1916— 


y;35,-708,966 

£94,767 1 

y;!^o.647 ! 

P5, 834.380 

July 11, *1917— 

i Julv 7, •1917— ; 

July J, 1917— 1 


y:39.358,081 

j /1 15,043 

/28,734 

P9,501.858 

July 10. 1918— 

1 July 6, 1918— 

Julv "6, 1918— 


y;53.615.662 

! /134,775 

■ pi. 356 

P3.781,793 

July ' 1919— 

i July 5. 1919 - 

July 5, 1919— 


/78,.sm 1,950 

! , /162.296 

^ • /4,803 

' y;79.059,049 

1 

o 

July 3. 1920— 

July 3, 1920— 


y; 118,051,840 

;yi62,594 

Nil 

'/1 18.214,434 

r 



Irish Banks. 

Scotch Banks. 

Total. 

Ending July 18, 1914 

£ • 

8,038,396 

£ 

7,990,118 

£ 

16.028,514 

.. f7, 1915 . 

13,259,802 

11,372,279 

24,632,081 

• „ „ 15, 1916 . 

17,365.776 

i 14,520,385 

31,886,14)1 • 

.. 14, 1917 . 

1 ?20.069,297 I 

17,451,575 

*37,520,872 

„ 13, 191?; . 

2a073,833 i 

23,633,480 

51,707,313 

M 12, 1919 » 

30.31 4. i?;i 1 

2^,245,813 

•58.559.94 4 

„ 10, 1920 . 1 

*1 

•26,5qf),318 

30,678,633 

57,247,951 

1 


• • • 

Increase in Bank, Note Circulation During Six Years 
l!>^DING JULY^ 1920 / 


Bank of England 

I’rivatc Banks in England 

Joint Stock Banks in England 


• £ 

88.‘W2,691 
• 100, 0J(^ • 

19,V'15 •(Decrease) 


Scotch Banks 
Irish Banks . 

• .Total Increase 


89.023,572 

2'^688,515 

18,530,922.. 

^130.243,009 
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At the time of writing the latest available figures of ^ the Bank 
Note circulation of the United Kingdom are as follows — 

Average Weekly 
Circulation. 

A 

Bank of England (month ending 6th April, 1921) . . 129,190,425 

Private Banks (mon^^h ending 6th Apnl, 1921) . . 2^168 

Scotch Banks (month ending 19th March, 1921) . 27,724, £f20 

Irish Banks (month ending 19th March, 1921) . . < ^ 22,091,877 

United J<iKgdom . . . . ;^179.009,290 


The Bank of England was the only institution in April, 1^21, with 
note issuipg powers in England. The last of the joint stock *banks 
in England with note issuing powers, the Northamptonshire Union 
Bank, Limited, lost such right on amalgamation with the NationJll 
Provincial and Union Bank of England, Limited, in June, 1920, 
and the last of the private banks with the same right (Messrs. Fox, ‘ 
Fowler & Company), lost it on amalgamation with Lloyds Bank 
in February, 1921. 



tHAPTER V 


THE BANKING POSITION 

It is ajinost ledundant to state that the b,anking position ‘has 
been of exceptional interest during and since the war. Axioms 
Rave been tesled ayd occasibnally found jyanting ; but, on the 
whole, the experience of war, both in this country and in Germany, 
lias proved tliat banking has its i^al apex in productive power 
and services. Criticism was levelled at the German banking system 
tin tile tjfirly stages of tlie war on*the ground that German banks » 
were too dirertl34 involved in commercial and industrial cntc"rprisc«. 
Inevitable collapse of the German system was predicted if the 
war provl'd.to be of long duration. More mature consideration 
leads to the conclusion that neither in Germany nor in this country 
can there be a permanent collapse of the banking system, provided 
that the State is ever ready to pledge its credit (in other words, 
the nation ' productive* power) in support of the generally accepted 
custodians and manufacturers of credit — ^thc banks — ^in the event 
of a general demand for payment in the form of legal tender. 

Economic theory in relation to banking was triumphant during 
the war. The maxim that every debit has its contra credit some- 
where in the books of the banks of the United Kingdom was 
amply proved during the successive issues of War Loans and the 
financing of the war. 

Ilf the present chapter th(» various important changes 4 ;hat have 
taken plpcc in the British Bapking^ Posit ion since the cymmence- 
ment of the war and u^ to ihe time of going to press are reviewed 
at length,* in particular t fie unprecedented rate^of expansion of 
bank credit with its contra effect ot wicreasing bank deptisits, and 
also of increasing the so-cRlled cash reserves of thc/banksi A brief 
account is also included of the amalgamation movement since the * 
outbreak of the war. * 

The review of the Jfoint Stock Bank portion will slTow tlfej the 
^reat expansion of bank credit dm-ing the war was mainly on 
Government account. Instc*ad of j;h# GoverftmeiR makii^ greater • 
use of the weapon t)f taxation and iiBtituting a*system of com^* 
pulsery loans, gfter suitable warning, it cHbse dming thc^war t^e 
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greater evil of paying for part of the goods and service^ it required 
for the pro^^ccution of the war hy an expansion in bank credit. 
The economic eyijs inevitably following in the wake of this vicious 
system of war finance arc considered later* in the chapter on 
Inflation. All that need be repeated here is that when banks, on 
behalf of the Govcfinment, credit customers who have supplied 
goods and services for the prosecution of the war, t^ey increase the 
available purchasing power of the ’community at*a time when 
Uicrc is a great scarcity of goods and services available for civilian 
conpimp'tion. The inevitable tiien happens- -a rapid rise in prices, 
to be followed later by discontent and labom- troubles. 

(i?) The Bank of England 

It has •well been descriptively said by the Editor of a wi'ekly 
financial journal that any future historian who relies tOo closely 
for information on tlie Bank of England's Weekly RiTurns issued 
during the war is likely to flounder up to his neck. It is not 
possible to analyze to any degi'ee of accuracy tlu^ many fluctuations 
in the various items of the Weekly Returns, that have been issued 
since August, 1914, for the final figures in such Returns have been 
no safe guide to the nature and magnitude of financial op('rations 
' that have taken place in the seven days intervening between the 
issue of successive returns. War finance necessarily causes many 
cross transfer entries to be made in the books of the Bank of 
England — the Central Institution — during the course of each week, 
cOi which there is often no evidence in tln^ Weekly Retinns. More- 
over, the method of accounting in the books of tin; Bank of Eng’iand , 
for loans ^of bankers’ spare balancef^. at fixed'rates of intprest for 
short periods (instituted during the \var),‘nas not been disclosed. 
There is every reason to believe 'that inUhis matter thh Bank of 
England ^cted on behalf of th(> Treasury^ such short loans having 
really beoa made by the Joint Stock Bhnks to the Government, 
‘the Bank of Ei:gfand simply acting as the medium between the 
lendbrs ajid' borrower, and so arranging its method of accounting 
for sp6h transactions a^ not to increase its own liabilities on its 
Weekly Returns. During tho time this System was in operatiolT 
•thtfre wa? little ‘correspondeixe^ between the fluctuations in the 
^Tmount of Way^and Means^ Advances outstanding and the amount 
of.Gove^ment SecuritiT-s in the Weekly Returns. ^Tliis subject is 
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rcfcrrc(],to *again when discussing the influences that"’ gave rise to 
an increase in the cash rej^rves of the Joint Stock Banks during the 
waf, but below there* is given a record of the various changes that 
were inac^e in the rates offered for bankers' spare Balances. 

Rates for Loan of Bankers' Spare Bai^ances. — The system 
by vv^iicli the Bank of EnglanS took loans from the other banks 
%t fixed rales* of inteiest, repayable at three days' notice, unless 
siiecially fixed for longer periods, was intrcxkiced at the commence- 
fiieiit of 1916, but at first it was restfteted to loans from the clearing 
bankb. **It necessarily gave the Bank of England a great control over 
,the moiie^ market, for the rate it* offered on spare balances prac-^ 
tically establisli^^d a minimum below which the main dealers jn 
credit would not lend. It also practically displaced the official 
minimum discount rate as the governing factor in the money 
market. During the first luflf of the year 1916, such interest rate 
faried from 4 to 4| per cent. For the greater part of the second 
half of the year (since the middle of July) the rate was 5 per cent. 
During tot second W(^k in January,* 1917, after the cessation of 
sales of Treasury Bills, it was announced that the Bank of England 
was prepared to take spare balances from the Scottish and Colonial 
banks, as well as from the clearing banks, the rate (for spare balances 
from the Scottish and Colonial banks) being 4J to 5 per cent., 
according to the currency of the loan. On 26ih February, 1917, 
the Bank of England again altered \he rate it was allowing on 
loans of spare* balances from other banks, making it 4J per cent, 
in the case of the clearing bc^nks, and 4 and 4J per cent, in the cfise 
of other banks, according to the cmrency of the loan. Although 
the Bank Rate was reduced from per cent, to 5 per cent, on 
5th April* 1917, no chan(^ was tnade by the Bank of England in 
its special deposit rate of 4J pep C(?nt. for bankers' spar® balances. 
On 19th June, 1917, hovwver, the special deposit /ate feg* bankers' 
spare balances was again reduced, to 4 per cent* i]j the case^lhe*^ 
clearing banks, and to 3J per cent, in that of otfler bagil^s. I# will 
be obsefved that on ^acli occasion of chan^ in rates, rtie rate given 
by the Bank of England to banks ^outside the clearing was* kept 
i per cent, below the rate given to tl^, clearing banks. ^ • « 

On 15th November, 1917, the^ank of England made a corn** 
mencement of ^differentiating thc^rates of fnterest it was prepared 
to allow on deposits "of home and foreign money. On maft date 
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it announced a special rate of 4.} per cent, on deposits o^ foreign 
money made tljrough the clearing banKs, but no alteration was 
made in the rate for domestic deposits by the clearing banks, 
which rate remained at 4 per cent. A reduction from 4 to 3^ per 
cent, was made by j^he Bank of England on 2nd January, J918, in 
the rate for loans of domestic money from the clearing tanks, 
but no alteration was^,madcjn the rate for ^reign* money, whiCii 
remained at 4J per cent. From this date the sources from which 
deposits of foreign money woiud b(' received were widened and not 
restricted to the clearing banks. On 14th February, 1918, the rate 
at which new issues of Treasury Bills were offered was reduced 
from 4 to 3| per cint. On the same day the Bank of England 
reduced from 3J to 3 per cent, its rate for domestic loans from the 
clearing banks. The rate on foreign money remained at 4| per cent. 
The Bank of Englana decided on 8th January, 1919, to withdraw, 
in the case of French, Belgium, and Italian deposits, the special 
rate of 4.J per cent, allowed for loans of foreign money. As the 
exchanges of such countries were in favour; of London, there was 
obviously no necessity to continue the high rate of interest for such 
deposits. On 2 1st July, 1919, it was announced that the Bank of 
England would cease on the following Wednesday, 23r(l July, to 
allow 3 per cent, on three-day deposits made by the clearing banks, 
and that after the end of the month it would allow no interest on 
existing deposits. No alteration was, however, then made in the 
4J per cent, rate allowed on certain foreign balanci^s, \vhich remained 
in operation until finally withdrawn *on 20th October, 1919.’ 

Position at Yearly Intervals. — Refercitoe has already been 
made to the impossibility of drawing q^ny definite conclusions from 
the Weekly Returns issued by ^ the B^iwk of England since the 
commencement of the war. , Thdugh the position of the Bank of 
England^at yekrly intervals since 6th ‘August, 1913, is given on 
• page 50, the ^gures shown convey no indication of the great 
fluctuations in the various items during the course of each year. 
Government borrowing^in the form of Ways and Means Advances, 
and the issue of the various War Loans, have given rise to 
» v«ry gfeat fluctuations in^the iteihs constituting the Weekly 
•’Returns. 

^To tlmse who are not conveVsant with the significance f^o be 
attach^ to fluctuations in the items conMituting the Bank of 
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England Weekly Returns, the following explanat or)* remarks may 
be of some assistance in*reading the returns in the future. Taking 
the return relating to the Banking Departmenf, the item “ Public 
Dcl:)osits" represents balances standing to fhc Credit of various 
Government Departments. The item “Government Securities" 
inclfidc's Government obligations for temporary loans made to it, 
usually kfiowi! as Ways and Means Advances. The item “ Other 
Deposits " includes the balances standing the credit of the other 
• banks and to its other customers. And the item “ Other Securities " 
incliuhis securities deposited by its various customers other^than 
the Government for loans made m' credited to them. Now, a most 
imporfant point to note about the Central Institutiow is that 
advances made by it do in.t usually entail withdrawals of legal 
t(?nder, junless there is a greater demand ft)r legal tender by the 
public or tfic other banks wtthdraw same to*strengthen the reserves 
•in their own strong rooms. Occasionally gold is withdrawn from 
the Bank of Phigland for export. Wlioever obtains an advance 
from tin Bank of England, whether •it be the Government, an 
institution, or a member of the money market or of the public, 
the drafts drawn against the advance will generally be paid into 
the other banks, because they are the bankers of the general public.-. 
The dinfts are later paid into the Bank of England by the other 
banks to their own credit. It may therefore be said that advances 
by the Bank of England simply involve, in the main, entries in its 
own books, asid the final result is an increase in the balances of 

tho other banks, • 

• 

Ways and Mean# Advances, about which there has been much 
disciissmu during and iince the war* are teiSporary advances by the 
Bank of England ^ to tl\p*Govcrtimeiit. This was a very justifiable 
form of advance before the war to provide the \joveriwneiit with 
credit for temporary andJ short periods whilst aw^ting t^c receipts 
from taxation. During the war and since, tlte JjoverninHBtThaj^ * 
called upon the Bank of England to make verf largQ ^dvan#es of 
this character to siy^ply the deficiency between ex^nSitwe and 
.^•eccipts from War Loans and taption. The amount of* such 
advances outstanding has varied cj^isiderai)ly at different times.. 
The evil of such advances is tha#thefimount theweof is eventuaMy* 

• f 

‘•Ways and Means AdVances are also made by Public Dep£«tment» to 
the Government. • ' • 
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transferred 1 j the balances of the other banks at the Bank 
of England. On the strength of these increased balances, the other 
banks arc able to inake further loans to their. own customers, end 
all the evils of 'inflation arise. When the Government proceeds 
to pay off Ways and Means Advances, the opposite effect is produced. 
The balances of the other banks at»the Bank of England t'e/.d to 
fall by a like amount, and the othe* banks are \\ith greatly 
increased liabilities foi>pi5rcha*sing power to tin) public resting on a 
considerably reduced cash bas's. 

Tiiat the Bank of England does not view with favour the making 
of Ways and Means Advances to the Government for long periods 
is^obvievis from letters that have frequently passed between the 
Chancelkv' of the Exchequer and the Bank of llngland. Below 
there are given copiesr of two such letters — 


Copy of Letter 

From the Chanxellor of the Exchequer to the Bank of England, 
I6th Sjeptember, 1919 ^ 

I am to request that you will move your Court to consent to advance 
dunng the quarter ending the 31st December, 1919, such amounts as may 
from time to time be required for the Public Service at such rates of interest 
as may from time to time be agreed. 

I would propose that the arrangements set out in the second paragraph 
of rny predecessor’s letter of the 5th January, 1918, should again apply to 
any advances made by the Bank during the quarter in response to this 
request. 


' Copy of Letier 

From th^. Bank of England to; the Chancellor of the Exci/equer, 
22nd September,^ 191 & 

« « 

We beg to inforru you that your letter of thef" 16th instant was laid before 
the Court <5i Directors at their last ilieeti ng, and that they agreed to advance 
during the quarter ending the .'list Deceinbcij such amounts as may from 
tiir/jirvxtirhc be required for the l^ublic Service at such rates of interest as 
* may from time tc^tiike be agreed. 

Th-:; arran^^craentsp set out in the second paragraph of your predecessor’s 
letter of tffe ^th January, 1918, again to apply to the advances made by 
the Baidc during the cnsuillg quarter. , 

The Court, however, desire us to draw your attention both to the amount 
and to the duration of these Advances, which for the past two years have iif 
*■ effect to,^ large cj^tent partaken^of the ndcurc of a continuous loan ; and 
£ -a^ain to expre.ss t jie carne.st hope thilt such loans may hereafter be obtained 
from the public, and the Advances fr((m the Bank once more confined to the 
temporary requirements of the Treasilry which it has lonp been the Bank's 
privilego^nd pleasure to furnish. ^ 
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, Comparing the Weekly Return of the Bank of Endand dated 
-4th August, 1920, with the one d&ted 22nd July, 1914 (just before 
.the war), the changes in the various items maki#ig up the return 
.were as follows — 

' (1) The.Note Circulation (notes issued by Issue Department less 

notes iu Banking Department)^ increased by •£97, 171,785. Bart 

of this increase^ was due to the Joint Stock Banks transferring 
5arly in 1920 *the rq^nainder of thcii; gol^ reserves (estimated at 
£35, 000, 000-£40, 000,000) to the Bank of En^and, and substituting 
ifl part Bank of England Notes in their own reserves. Some j^rt 
of the ii?^:reasc may hive been due to people subject to the Excess 
iProfits "fax who have cashed cheques and taken part or the whole • 
of the proceeds in the form of notes for hoarding purposes, with 
the object of part evasion of the tax. Before the war it was generally 
considered iq financial ('ircles^ that from 70 to 75 per cent, of the 
Bank of England Note ciixulation was in the tills, safes, and strong 
rooms of the Joint Stock Banks. The increase in the Note circula- 
tion includes Bank of England Notes for £18,600,000 s(;t aside in 
the Curren' ’ Note R(idemption Account, in accordance with a 
provision made in a Treasury Minute dated 15th December, 1919. 
This matter is considered in the chapter on Currency. 

(2) The amount of gold coin and bullion held by the Bank of 
England in the Issue Department increased by £82,965,050 (nearly 
one-half of which was transferred fro^i the Joint Stock Banks). 
In the Banking Department the amount of gold and silver coin 
decreased by £21,216. 

^ {3f Public Deposits increased by £3,727,061, and Other* Deposits 
£88,5Q0,501, makftig a total^incre^se in deposits of £9^227,562. 
The greater part of the*incr#ase in Other Dc'posits '' was due to 
increase in the balances (ff*thc Joint Stock Bankseat the Bank of 
England. ^ ‘ 

(4) Government Sccuritfes increased by £65,2(30,^14, nffd 

Securities by £41,155,803, making a total increase tn securities of 
£106,416^617. • • • 

(5) The Banking Ri^serve (notes, gold, anft silver coin in Ba'hting 
St'partment) decreased by £14,227,951 (£12.408,474 of this decrease 
took place since 30th July, l9l9), bukif expit^ssecf as a pr^portittp 
of the total deposit liabilities it fellJfrony52 per cent? to 10 per cent. 

(6) , Seven dajj and other bills increased b^ £1,685. 

4 ~( 1723 ) 
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THE POSITION OF THE BANK OF ENGLAND AT YEARLY 
INTERVALS SINCE 6th AUGUST, 1913* 

BANK OF ENGl5^ND 

Issue Department ‘ ^ 


, At 

Notes 

Issued. 

1 Total. 

Government 

Other 

Gold Coin 

f 


Debt. 

Securities. 

and Bullion 

Total. 

Aug 6, 1913 . 
July 22, 1914 . 
July 29, 1914 . 
Aug 5, 1914 
Aug. 4, V015 
Aug 2, 1916 
Aug* 1, 1917 . 
July 31, 1918 
July 30, 1919 . 
Aug. 4, 1920 . 
Increase, since 

£ 

55,9;o,030 

57,014,410 

55,121,405 

44,491,070 

79,657,775 

71,360,195 

68,295,650 

85,012,730 

104,681,285 

139,979,460 

£ 

55,970,030 
, 57,014,410 
I21,4o5 
* 44,191,070 ' 
79,657,77" '1 
71,360,19 d I 
68,295,650 ! 
85,012,730 
104,681.285 
139,979,460 p 

' £ 

11,0\5,100 

11,015,100 

11,015,100 

11.015.100 

11.015.100 

11.015.100 

1 1.015.100 
11,015,100 
11,015,100 
11,015,100 

£ 

7,434 900 
7,431,900 
7,431,nOO 

7,431,900 

7.431.900 j 

7.131.900 

7.434.900 I 
7,434,900 ! 
7,434,900 : 
7,434,900 ; 

£ 

17^,520J).30 
38,564,410 
36,671,105 
26,041,070 
61,207,775 
52 910,195 
49,845,650 . 
66,562,730* 
86,231,2 5 
121,529,460 

— f 

£ 

55,970,030 
57,014,4i 0 
55,121,405 
44,491 070 
79,657,775 
71,360,lttS 
. 68,295.650 
85,012,730 
101,681,285 
139,979,460 

July 22, 'i9l4. 

82,965,050 

82,965,050 j,' 

- 

- I 

82,965,050 

82,965.050 


Banking Dep/rtment 

Liabilities, 


At 


Aug. 6, 1913 
July 22, 1914 
July 29, 1911 
Aug. 5, 1914 
Aug. 4, 1915 
Aug. 2, 1916 
Aug 1, 1917 
July 31, 1918 
July 30, 1919 
Aug 4, 1920 
Increase siru e 
July 22, 1914 


1 Including Exchequer, Savings Banks. Comrnis-ionJfrs of Nation.il Debt, and Dividend AciounD 


Assets. 


At 

j Government 
Securities. 

D?her ^ 
SeruritKS. 

Q 

1 

1 ]^ntes. 

i t 

Gold .md 
Sliver Coin 

Total. 

Aug 6, 1913 

Julj; 22, 1914 , . 

July 29, 19it4V . 
Aug. 5, idl 4 , 

Aug. 4, 1915 

Aug.* 2, 1916, , 

Aug. 1, 1917 . . 

July 31, 1918 . 
nily 30, .1919 . . 

^ug. 4, 1&20 . . 

Increase since 

July 22, 1914 . . 

c £ 

r* 12,756,5.39 
*11,005,126 
11,005,126 

1 l,041,1.5;j 
46,874, iJG 
42,188,361 , 

50,4.39,661 . 

» 58,(501 132 i' 
43,14.f806 1 
, 76,265,940 j 

^ 1 
65,260,^4 j 

£ 

26,988,361 
33,632.762 
47,307,530 
65,35 1 ,656 
155,264.727 
75,657,166 

1 Hi654,852 
106,787,164 
*'’,7 45,5.50 
74,78^1,565 

^41,15^803 

£ 

26,013,865 
27,697,120 
25,41.5,055 
8,385,650 
46,171,745 
34,702,570 
27,819,240 
* 28.I42..390 
25,294,030 
13,490,385^ 

- 14,206,735 

0 

1 ~~£ 

1 1 ,49.3,404 

1 1,599,931 

' 1,460,139 

1,580,999 
, 1,013,980 ' 

1 1,974,2.39 , 

1 2,610,353 1 
1 696,760 1 

2,183,544 ' 

I 1.578,715 i 

- 21,'J16 ' 

£ ~~ 
67,252,169 
73,934,9.39 
85,187,850 
86.359,457 
249,324,598 
154,522,336 
191,524.101, 
194,227,446 
152.366,930 
166,123,605 

92,188.666 



_ 

A 
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The increase, namely, ;fl06,416,617, in the item Scci^itics shows 
the exteift to which the Ba^k of England, partly on account of the 
government, manufactured additional credit difrtng the course 
bf th^war, and up to 4th August, 1920, and givab a season for part 
jof the great increase that took place in the so-called cash reserves 
bf the Jftint Stock Banks (cash 411 hand and af Bank of England) 
diu'ing the cyiirsu of the war. For, as already stated, credit manu- 
factured by the Banl# of England, in the usually gravitates 

by transfer to the balances of the Joyit StocTc Banks at th^; Bank* 
of England, if not in the first instance loaned direct to one or mere 
of the Jom 4 Stock Banks. This me^tter is further explained later, 
^hen reviewing the causes of the great increase in the cash reserves 
of the Joint Stork Banks during the war. * 

Tljc sum of £160,428,000 was repaid to th^ Bank of England 
iuring the year ending 3lst Mgirch, 1916, for ^idvanccs previously 
made for war purposes by that Institifiion. 

Below there is given the Bank of England Weekly Return dated 
25th May, 1921 — 


BANK OF ENGLAND 
Wekk Ended Wednesday, 25th May, 1921 
Issue Department 


••lotes issued 


£ 

144,990,915 


/:i44,990,915 


Government debt . 
Other secunties . 

Gold c^in and bullion 


L%ahil*tie^. 
Proprietors' capital 
^est . ... 

Public deposits^ . 

)thcr deposits. 

Icven-day and other bills 


•Banking Department 

14,553,pe0 
3,19«,391 
16,419,117 
112,060,283 
11:802 


;{146,237,893 


£ 

11,015,100 

7,434.900 

126,540,915 

;^144.990,915 


Assets* 
Government .securities . 
Other securities. 

Mot®s . . . 

Gol(t aJhd silver coin ^ . 


38,106,122 

89,139.884 

11,183,255 

1,808,632 


;{146.237.8^3 


• • • 

Comparing the above return with that dated 4 th August, 1920, 

he figures of which have been iilrcady given, tl;c following change^ 
re shown in the various items — 

nd DwS AfeotoK ’ Corfmi.,si,ners of National^Debt, , 
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(1) Note^ in Circulation, increase 1,318, 585. 

(2) Gold coin and bullion (Issue Dcpa^;tment), increase £5,01 1 ,455. 
Gold and silv6f<'Coin (Banking Department), increase £229,917. 

(3) Public Deposits, decrease £1 ,043,037 ; other Deposits, decrease 

£18,625,515; total deposits, decrease £19,668,552. * 

*(4) Government Gecurities, decrease £38,159,818 ; other Segirities, 
increase £14,351,319; total securities, net decrease £23,808,499. 

(5) The Banking 'Reserve, increase £3,022,787, the Reserve 
^ representing 15 per cent. total deposit liabilities, as against 
10 per cent, on 4th August, 1920. ^ , 

The above changes indicate material improvement in^ihe position 
of the Bank of England between the two dates. f • 

' Arrangement Made with the Federal Reserve Bank of 
New Vork. — On 3r,d May, 1917, the following interesting announce- 
ment was made congerning the establishment of important relations 
between the Bank of England and the Federal Reserve Bank of 
New York, which relations should prove of considerable practical 
value in the future — ^ 

“ Negotiations for establishing relations between the Bank of 
England and the Federal Reserve Bank of New York, which were 
commenced by the Governors of the respective institutions some 
months ago, have now been concluded. The arrangement provides 
that the Bank of England will act as the correspondent and agent 
in London of the Federali Reserve Bank of New York, and that 
the Federal Reserve Bank of New York will act in a similar capacity 
,in New York for the Bank of England. It is not the intent of 
the plan that these institutions Engage in commercial foreig:^ 
transactions, the relationship established being primarily for the 
purpose of affording greater ^stabik^y to rates of exchange by 
maintaining with each other mutual Accounts of deposit, and by 
representing each other ifi .the purchase of bills. The plan will 
c^ate macjiincry by which transactions in gold and gold coin 
will be facilitated, which should result, in normal times, in elimin- 
ating c5r Reducing the extensive and unnecessary shipments of gold 
bttween nations to settle international* balances, which have 
heretofore not infrequently prevailed. The relationship will Also 
/establish a means ty whklii if is hoped financing between the two 
countries can be acconVplisl^id in times of emergency without 
• undq^ strain upon the exchanges. * ^Provisfon is made for 
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participation# by other Federal Reserve Banks of ^le United 
States desiring to join in tjie tran*sactions contemplated/' 

Bank Rate Changes. — A record of Bank Rjite elftnges since the 
comn'y.mcemcnt of the year 1914, and up to 31st J«Iy, i921, is shown 


in the tabte appended — 



BANK KATE CHANGES 

Date of Change^ 

_ _ • « ' 

Kate. 

Duration 
in Days. 

1914 . 

January 8 

• 

Thursday* . 

% 

•14 


22 ^ . 


4 

7 


.. 29 . 


3 

182 


July 30 

• 

4 

1 

• .. .• 

„ 31 

Friday 

8 

1 


August • 1 

Saturday 

10 • 

*5 

ff 

6 

Thursday 

6 

. 2 


.. 8 

Saturday . . • 

5 

705 

1916 . 

•Jul^ 13 

TJiursday 

6 

189 

1917 . 

January 18 

* f. • * 

5i 

77 

. f919 ! 

April 5 


5 

945 

November 6 


6 

i 161 

1920 . 

April 15 


7 

378 

1921 . 

April 28 . ; 

#• • • 1 


1 56 

M • 

I ! line 23 • > 


3 

28 

>> 

1 July 21 . 1 


1 



In normal times Bank Rate changes are largely governed by the 
course of the foreign exchanges. During the war the changes 
were governed by domestic conditions, but the rates were at times 
merely nominal. Generally speaking, discount rates since 1915 
have been largely governed by the rates advertised for daily sales 
of Treasury Bill5 It is also to be noted, as already stated, that 
during* the period the Bank of ^England offered to borrow bankers^ 
spare balances at fixe^ rates of ^interest, such rates displaced the 
official discount rate as the governing factor in the money market 
For some years previous tp’the w^r, the Bank Rate had shown 
an upward tendency, if averages bb cCu^idcred. During the forty 
years 1871-1910, the rate averaged £3 6s. 8d. ; dufing th» t hir ty, 
years 1881-1910, it averaged £3 6s. 9d. ; during the twenty years 
1891-1910, £3 5s. 3d. ; during the ten years 1901-1^0, £3 i;js. 3(f ; 
and during*the five years 1906-1910, £3 16s. 2fl. For the year WJl, 
th«»rate averaged £3 9s. 5d. ; for 1912^ £3 15s. 6d. ; and for .1913, 
£4 15s. 5d. It would almost hppear tj^at the fipwa*Id tendency .iif 
recent pre-war years indicated the c^inp European Conflagration. 

As ajl^ready stated. Bank Rate during the wai%as mainly governed , 
by domestic conditions, hnd not by the usual ebb and flow of ^old 
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between London and foreign centres. Below are giver brief reasons 
for tlie changes that have been made imthe rate since 1914. 

On Thursday; £3rd July, 1914, Austria-Hungary sent its ultimatum 
to Serbia. On Saturday, 25th July, conditions approaching ^panic 
bcj^an to manifest themselves on the London Stock Exchange and 
the Continental Boluses. The foll/)wing week the foreign eX(j;hanges 
fluctuated in an unprecedented manner, and fii^ijly, broke down 
altogether. On Tuesday, 28th July, Aust'cia-Hungary declared 
'“'war against Serbia. By Thursday, 30th July, all the Stock 
E::changes had closed with the exception of London, N^w York, 
and the official market at Paris. After the close of business on 
this day, the London Stock Exchange decided not Ur re-open. 
The New York Stock Exchange also decided to close when it heard 
of the closing of tlie London Stock Exchange, being unable to 
absorb the stream oLits own securitieii thrown on it byithe Continent 
and the United Kingdom. On Saturday, 1st August, Germany 
declared war against Russia. On vSunday, 2iid August, a state of 
war existed between Germany and France, and on the following 
day Germany declared war on France. War was declared 
between Great Britain and Germany on Tuesday, 4th August. 
Whilst these great events were happening, there took place a 
great rush of bill holders to the Bank of England with bills to 
discount. On Thursday, 30th July, the Bank raised its official 
minimum from 3 to 4 per cent. The closing of the London Stock 
Exchange the next day intensified this rush to such an extent that 
the Bank had immediately to raise its rate to 8 per cent. Even 
this drastic increase did not stem the flood of bills that poured into 
the Bank from all qisarters far discount. Next day, on 1st August, 
the official rate was furtln^r raised to per cent. ; and Government 
interveption became imperative. On' Sunday, 2nd August, a 
Moratorium >vas proclainiej in England on bills of exchange. 
•Oi^Monday, ^r4 August, Bank ILdiday was extended to Thursday, 
G^h .August, Siv'lusive. On the Thursday a general Moratorium 
was^pfoclp.imed in tljc United Kingdom to remain in .force until 
4th September, and the Currency and Bank Notes Act was passed, 
authorizing thp Treasury td issue Qurrency Notes for £l and lOs. 
►as legal tender for any amohnt These protective measures enabled 
the Bank of fenglan^l to kedu«j its official nriinimum to 6 per cent, 
*on Jhursday, 6th August, and to make a further leduct ion to 5 per 
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cent, on Saturday, 8lh August. From 23rd July tg 29th July, 
inclusive, the Bank of E^igland's holding of " Other Securities " 
increased by about £13,700,000, and from 30th Jfil^ to 1st August, 
incli^sive, by about £18,000,000, the greater patt o^ which increase 
is considefed to have represented accommodation to the bill brokers 
in an attempt to meet the calls ijiade on them flom the other banks. 
The next.change in the Bank Rate took place on Thursday, 13tb 
July, 1916. On that? day the rate was rai^ied from 5 to 6 per cent., 
in order to protect the London Mongy Market against thej)ossiblc» 
effects pf a sudden upward movement that had taken placet in 
money rates in New York, which^ later experience proved to be 
*only teMiporary. On Thm'sday, 18th January, 1917, the official* 
minimum rate wts reduced from 6 to 5^ per cent., the decline bein^ 
attributed to improved money market conditions in New York, 
largely due to tlie early return flow of monriy from the Western 
Sjates to New York and continued hirge arrivals of gold from 
Europe. Completion of arrangements for a further British Loan 
in Amerie ' for $250,000,000 (roughly, ^5^,000,000) also helped the 
reduction. \ further teduction in Bank Rate, from 5J to 5 per 
cent., took place on Thursday, 5th April, 1917, the day America 
entered the war on the side of the Allies. After this date no further 
change in Bank Rate was made until Thursday, 6th November, 
1919, an interval of 945 days. This is the longest period since 
the Bank Act was passed in 1844 th.at^Bank Rate has remained at 
one rate without cliange. From 22nd February, 1894, to 10th 
September, 1896, it remained at 2 per cent., a period of 931 day% ; ‘ 
and, as already stated, from 8th August, 1914, to 13th July, 1916, 
it remaiiK'd at 5 per cent., a pepiod oi 705 days. The chaiige made 
on Thursday, 6th Noveml^ffr, 1919, was an increase in the rate 
from 5 to 6 per cent. Hiis change^ was due to combination of 
causes, but in the main it was designed to check the speculative 
movement that became pronounced during the jlosing 
1919, and to administer an effective check to the dyiiTand for furrier 
expansiog of bank credit, if not to commence a gradu^ ^ocess of 
deflation. The rise id Bank Rate was folfowed the next day by 
an increase in the rate for Treasury Bills to 5J per cent. A further 
increase in Bank Rate from 6 to 7 j|jrf:ent. was made on Thursday, 
15th April, 1920. As in the cast of /he j>revious increase, the 
change was dut to several causes. Speculation was still active, 
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and there y^ere continuous deiuands for further loans from the 
banks. On the preceding day, the ratjc for Treasury Bills had 
been raised to 6J<*per cent., owing to non-renewal by bankers and 
others during Vie previous fortnight of large amounts of matuolies. 
As a consequence, the Government had been compelled to meet 
such bills largely b)/-Ways and Mgans advances obtained frqm the 
Bank of England. A further cause of the increase to, 7 per cent, 
in Bank Rate may be trr.ced in the restriction'- of the fiduciary issue 
‘of Currency Notes, reference, to which is made in the chapter on 
Currency. 

Speculation having practically ceased, and a heavy f,ill in com- 
modity prices having been in progress since May, 1920, a first-step' 
deduction in Bank Rate from 7 to 6J percent, was made on Thursday 
28th April, 1921. It was preceded by a reduction in the Treaj^ury 
Bill rate, for three months' maturities, from to 6 per cent., on 
nth March, and the institution again, on 21st April, of the “ tender " 
and “ additional sale " system ot issue of Treasury Bills {see chapter 
VI, section " Treasury Biljs "). The rate for twelve month Treasury 
Bills was reduced from 6 to 5J per cent, on ’26th April It is inter- 
esting to note that only on two previous occasions since the Bank 
Act was passed in 1844 has Bank Rate been at per cent. It 
was reduced from 7 to 6^ on 4th December, 1856, and from 6J to 6 
a fortnight later, and raised to 6^ on 2nd April, 1857. 

A further reduction in Bicnk Rate, from 6| to 6 per cent., took 
place on Thursday, 23rd June, 1921, and a third reduction, from 6 
t<^ 51 per cent., a month later, on Thursday, 21st July, 1921, in 
both cases partly with the object of'lcsseiiinp the interest burden, 
on industry. 

^ (6) Joint Stock Kvnks 

In the following review of the changes that took place in the posi- 
tkrtirt^ifie Join^ Stock Banks during the seven years 31st December 
191p-31st December, 1920, it is to be understood that the general 
expressiefn ‘4* Joint Stock Banks " includes not only bai^ks which 
are •established under the Joint Stock Contpanics Acts, but also 
the few private banks remaining in the United Kingdom. It has 
afso to be borne in 'mind that, the banks are considered together 
as one unit. Vhe Armisfitce 4ith Germany'Vas signed on 11th 
November, 1918, and Peace declared on 28Ui JunCi 1919. 
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On this ^nd following pages tables are given comparjjig the balance 
sheet position of the Jojnt Stdbk Banks at the end of 1919 with 
that at the end of 1913, an interval of six y^ars. (The relative 
position at the end of 1920 is considered late%) "the main changes 
that to(^ place in the balance sheet position of the Joint Stock 
Baitjcs during this period weyre, it will be%;bserved from fables 
{a) and (c\, an .increase of £1^328,000,000 in credit balance liabilities 
to customers, an increase of £271,000,000» in their so-called Cash 
Reserves (usually described on balance sheets as cash in hand, e.i 
* Bank of England, etc.), an increase of £389,(X)0,000 in Investn^nts, 
an increase of £20^,000,000 in Bills Discounted, and an increase 
of £5(y ,000,000 in Advances. All these increases prove, as will 
be shown late?, that there has been considerable credit inflation 
sipce the commencement of the recent war^ and that tlie banking 
position at the end of 19^3 was considerably better than that 
^ruling at the end of 1919. 

CoMBiNFD Balance Sheet of the Banks of the United Kingdom 
(E x . usivE OF the Bank of EN(iL/#^D), 1919 and 1913^ 

{Comptlea - v “ The Sfatist,’* and published xn its issues dated \5th May, 
1920, and 25th July, 1914) 

Table A. liabilities 


1919 1913 ^ 




% of 
Total. 

• 

% of 
Total. 

Increase for 
Six Years. 

• 

Capital paid up . 

£ 

77,155,000 

2-8 

£ 

71.202,000 

5-6 

£ 

+ 5,953.00§ 

Rc^rve funds . 

64,398,000, 

2-3 

46,621.000 

3-7 

-D 17,777^000 

Total . . 

ill, 553,000 

• 51 

, 117,82:^000 

9-3 

-f, 23,730,000 

Notes in circula- 
tion 

• 

57,413,a0t) 

^1 

15,981.000 

1 1-2 

-1- 41,432,000 

Acceptances 

161,09^000 

5-8 

63,458,000 

i • 5-0 

+ 97,637,000 

Deposit, Current, 
and other ac- 
counts 

2,398,831,500 

• 

86-7 

• 

• 

1,070;681,000 

%4-0 

• 

Profit balance , 

8,159,000 

•3 

6.094,000 ‘ 

^ • -5 

-h 2,065,000^ 

Total Liabilities 

2,767,051,000 

1000 

i" — 1 

1,274,037,000 

100-0^ 

f+V93.0d4,000 


^ ^ For its compilations, The Statist tivkes the figures of the last Balance 
Shect^j issued by the various bunks. The majon^ of these, and whicl^are^ 
those of the most important banks, are dtted 31st December, foi»the year in 
question ; but a few ate dated earlier, Ictw^n 30th June Ifnd 31st December ;* 
or later, betv^en 1st January and 1st April f For^hc purposes of aggregation, 
the •Balance Sh^ts are taTcen as if all made up on 31st December. 
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Table B. 

ASSET‘S 



1919 

- a_\t . 

u »*■ 

V 

% of ; 
Total. , 

, 1913_ 

% of ' Increase for 
Total, j Si x« Yen IS 

Cash in hand, 
at Bank uf 



• ^ 

1 

9 

^ n 

Knglarid, etc. 
M(uney at Call 

443,538,QO0' 

1(3-0 

173.185,000 

*13-6 -I- 

270,353,000 

and at Sliort 






Notfuc^ 

150,594.000 

5-5 

124,755,000 

. 9-7 + 

25,839,000 

Investments . 

600,035,000 

21-7 

210,934.000 

16-61 + 

380,101,000 

I?illsdisconnted' 

364,722,000^ 

13-2' 

121,908,000 

9-5 b 

242.814.000 

Advances^ 
Liability of ('us- 

1.018,476,0(Kn 

36-8 

552,268.000 

43-4 1 

466,208.000 

tomers Ll 






Acceptance ‘S . 
Bank premiS("i, 

161,095,000 

5-8 

63.458.000 

' 5-0 + 

97,637.0(!;0 

etc. 

28.59l‘'000 

10 

27,529,000 

2-2 + 

1.062,000 

Total Assets . 

2,767,051,000 

100 0 

1.274,()37.()(J0 ! 

! 100 0-1 

1.493,014,0(30 


U 


In the following pages the annual changes in tjie various items 
composing the balance sheets of Joint Stock Banks are reviewed 
at length since 1913, reasons being given where possible f(jr annual 
variations. It is not possible to give exact figures in all cases, on 
account of lack of uniformity^arnong the banks in compiling their 
balance sheets. It is to be hoped that in the near futcire the banks 
wil> agree to issue a uniform balance sheet, d'his slnmld now, be 
possible in view of the amalgamation movement having considerably 
reduced tife number of banks in'receiit years* 

In the table of Assets on page 59 it fiAS^ been assumed that the 
experience *of bartks that separate, on their balance sheets "Cash 
in hand ^d at J5ank of Engfand " from,*" Money at Call and at 
^hdfrt1ft’)tice," and " Bills Discounted " from " Advances," the 
one ^fom the^ others is that of all the banks, and the amounts have 
been aiip(lfti(ined on thi^ basis— 

^ Where stated separately. In all cases banks do not separate on their" 
^bali^nce sheets their cash 4»-om their call loarts or their bills discounted from 
their advances. ^ I 

* These amount^ .should reallr lx? \ 346,658,000 anti 1,036 540,000, Hie 
Statist in its summarizationtof balance sheets havyig inadvercntly placed an 
amfttint^of 8,064,000 in the wrong column. ^ * '* 
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CoMBiNiy3 Balance Sheet of the Banks of the United Kingdom 
^(Exclusive of the Bank j>f England), 1919 ani? 1913 

Table C. (For LialBliiies see Table A on pa{^; ^7) 


• ASSETS 


• 

-—1919— 

— 

19W- 

— 




% of 
'iotal. 



% of 
Total 

Increase for 
Six Ycar>. 

• • 

('ash in hand, at 
Bank of Eng- 
land, otc 

• £ 

423,000,000 

15-3 

• /• 

• 

* 152,000,000 

£ 

\ . 

11-9 + 271,0^)0,000 

Moii('5* at Call 
and at*Short 

• 

171,000,000 

• 

0-2 

140,000,000 

1 

ll-i; h 25,000.090 

In VC'S line nts . 

1 000,000,000 

21-7 

1 211,000,000 

40-0 

+ 389,000.000 

Bills disLonntod 

1 370.000,000 

130 

i 108.000.000 

13-2 

-1- 208,000.000 

Advances 

i 1,007,000,000 

30-4 

500,000,000 

39-7 

I * 501.000.000 

ILiabihty of Cns- 

1 101,000,000 

5-8 

1 03.000, t)00 

5‘0 

+ 98,000,000 

1 Olliers fdr 
Acceptances 
Bank premises, 
etc. 

• 

29, 000, 000 

10 

• 

28,000,000 

2'2 

+ 1,000,000 

Total A 'ts. 

2.707,000.000 ' 

• 

1000 

l!27^.000,000 

1 

lOO'O +1,493,000000 




1 - 

_ 



Paid-up Capital and j<i:sKRVJ-: Funds 

The following table shows at annual intervals the amount of 
Paid-up Capital and Reserve Ininds since 1913 — 


At 31st Ue 4 f ember. 

J Paid-up Capital. 

Reserve P'lmds 

Total. 

• 

• £ 

£ 

. i' 

1913 . . . 

. , 71.202,000 

46.621,000 

117,823,000 

1914 

. i 70,^32, ooy 

46,209,000 

416,841,000 

1915 

.• ' 70.623.000 

44,644,000 

115,267.000 

1916 

. ' ••70,697*000 

43,578,000 

114,275.000 

1917 

. • 72 002,000 

46,7644)00 . 

118,766,000 

1918 

. ‘ 73,89S,00n. 

56,405,000 

•130,301,000 

1919 

. ; 77.155,004) 

64,398,^00 

141,553.000 

Increase for six years 

. * 5,953,000 

17,77^,(^0 

23,730.000 • 


The combined Ifalance sheet already given shows that paid-up 
capital represented only ^2*8 per* cent, of the total liabilities in 
1919 as against 5*6 per cent, m 4913. ^he corresp»nding*,pef- 
centages {or the*Reserve Fui/ls \^rc 2*3 ancf 3*7, respectively, 
the case (ff bothjl?iid-up capital and reserve funds, it is evkient 
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there should be a substantial increase in the near future to support 
the enormous increase in the credit balance liabilities of the banks 
since 1913. Part ePthe increase in capital since 1917 represents 
duplication throu.^h bank purchase of shares in other banks. 

, Notes in Circulation 

Tlie following table shows the annual increases in the amount of 

notes in circulation (exclusive o,f Bank of England and Treasury 

Notes) since 1913 — ' 

«• 1 

'' NorES IN Circulation 


At 31st December 

Aniuunt. 

1 Increase 

f 

1914 . 


£ 

20.708.000 

: i 

4,727.000 

1915 . 

» . 

27.773.000 

7.065,000 

1916 . 


34.814.000 

7,041,000 

1917 . 


42.293.000 

7.479,000 

1918 . 


56.324.000 

; 14,031,000 

1919 . 


57,413.000 

1,089, 000 


Increase for - ax- years 

; 41,432.(J00 

The increase 

is practically wholly due 

to increase in the note 

circulations of 

Irish and 

Scotch Banks 

The average weekly 

circulation for the month ending 3rd January, 1914, of the English 

Private Banks 

and English Joint Stock 

Banks was only about 

£119,000, and for the month ending 3rd January, 1920, only about 

£^84,000. 




• 


Acceptances, 


The following 

table shows tlR\ annual variatiifns in the amount 

of acceptances outstanding since 1913 — 

« 



‘ Acceptances tOufSTANDiNo 

AK31st December 

1 ^ 

Amount. 

‘ Increase. 

19J4c. 


50,770,000 

/ 

- 12.688,000 

,1^15 

• < 

65.831,000 

15,061.000 

1916 . 


74,336.000 

8,505.000 

1917 . 


7(1.630.000 

- 3,706.000 

1918 . 


65,080.000 , 

- 5,550,000 

1^19 . 


16 : , 095,000 

96,015.000 


A ^ 

Incrciise Oor six years 

97,637,000 
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The gr«at increase of £96,015,000 during 1919 in^the amount of 
acccp1:ances outstanding was *duc to the resumption of overseas 
trade after the termination of the war. Tift figure naturally 
reflects increased prices of commodities. Tfee Joint Stock Banks 
even before the war were showing an increasing willingness to 
under take acceptance business, and doubtle^ this class of profitable 
business .wi^l continue to grow in the future. 

• « • • 

Deposit and Current Account Liabilities jo 

. Customers 

« « 

The following table shows the annual increases in the amount 
due on Current and Deposit Accounts since 1913-w" • 


. Amount Due on Current and Dei’osit Accounts 


At 31st December, 

Amouiii. 

Increase. 

1914 , 

£ 

1,137, 2*^5, (¥)0 

£ 

96,574.000 

;915 . # 

1,271,703,000 

104,451.000 

1913 . 

1,478,840,000 

207,134,000 

1917 . 

1,742,902,000 

264,062,000 

1918 . 

2,033,518,000 

290.613,000 

1919 . 

2,398,831,000 

335,313,000 

Increase for six years 

/;i,328.150,000 


The enormous increase in banking deposits during the war,is*a 
phenomenon which is appafently anomalous. To the casual observer 
it might appear tfiat jthe general uncertaiiity of a state*of war, the 
issue of War Loans, the^ pressure of taxation and the expenditure 
of the Government ill foreign countries woukl tend to deplete 
deposits in banks. Oil the contrary, the above table shows that 
deposits increased consVlcrably (luring the wa^, the ffNrea^ for* 
the six years ending 31st December, 1919, beii*^ ^1,328, 150,000, or 
at thejate of about £221,000,000 per annum. This T^Woi increase 
is about seven time^^ the average rate, namely, £30,000,00fl, experi- 
enced during the ten years immediately preceding the war, 1904- 
1913. As is explained in the following pages, the graat inefeas? 
in bank deposits during the wiv wafs primarily*due to expansion 
of*bank credit, mainly on Government account. 
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From the co^mposition of the combined balance sheet of the banks 
of the United Kingdom (exclusive of the Bank of England) Shown 
already, and the rfciessity of balancing both sides of the account, 
it is obvious that at iany time the aggregate of customers' credit 
balances, apart from any excess deposit over withdrawal of legal 
tender by customers, a reduction i;i the relatively small anicunt 
of own notes outstanding, can only ii)crcasc by vari^usr forms of 
credit advances by the *br.nks,< or purchases of securities by the 
ba«ks from the open market, oi* subscription by the banks to new 
issuer. Even when banks purchase securities from the open nwhet, 
or subscribe to new issues, it is but a form of bank expansion of 
credit, for the net effect of an increase in the amount of invest- 
ments held by a bank is to place an equivalent aniount of credit 
at the disposal of the sellers or issuers of the so-called investment‘s. 
In their effect in increasing deposits, it is immaterial whether 
advances be at call, or at short notice, or for more or less fixed 
periods, or permanent in the form of purchases of securities, and 
whether made to the Goveriyn^nt or the general public. As already 
stated, prior to the war, during the ten years 1904-1913, bank 
deposits increased on an average about £30,000,000 a year. Of tins 
increase, about £27,000,000 was due to bank credit expansion ; 
in other words, to bank advances and bank purchase of securities 
(permanent advances until sale of investments); the remaining 
£3,000,000 or less being due t.) excess deposit over withdrawal of 
legal tender, mainly gold by customers, and possibly increased 
holdings of Bank of England not(‘s. 

The influences that may give rise to an increase in the aggregate 
of bank deposits, not only in war tinre but also in peace time, are 
so little understood by the general, public that it will be advisable 
to consider^ them lindividually. ^Several aic secondary in origin. 
Some of them operate in varied /(^rms according to the presence or 
abseate 45fVarious accompanying conditions. Some of these con- 
ditions are sufficfeqtly general to reappear in a number of cases. 
The influeifce^ tending to increase credit balances will not neces- 
sarily disclose themselves if part or the whole of the created credit 
is absorbed in liquidation of ddbit balances, or if other influences 
^e*operatkig at the same timd tending to reduce the aggregate of 
credit balances. ^ 

But before discussing in detail the reasoiis for variation in the 
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aggregate ^of bank deposits at any time, it will be advisable to 
define* the meaning attached to the word '' Deposits by Joint 
Stock Banks. The word is used to cover liabilities by the banks 
tef their customers on current accounts and^ deposit accounts, as 
weTl as .sundry inside impersonal accounts in making up their 
balani:e sheets, for British banks do not separate such items oif their 
pubTished balance sheets. ^ more suitable expression than the 
word " Deposits '\to represent bai?k liabilities to customers and 
the credit balances of bank impersonal Accounts, and one ocm.- 
sionally used in the following pages, is " Credit Balances^' or 
" Totch or Aggregate Credit Balances,"' because bank liabilities to 
cust orders, whether on deposit or on current account, represent 
credit balances*at the command of customers. * * 

It is also necessary to bear in mind when analyzing the causes 
o^ variation in the aggregate^of bank deposits, the difference between 
the London and the provincial methods of recording loans of credit. 
*ldie provincial method is to allow a customer to overdraw his 
account up to the agreed limit, and the account is debited, from 
time to t ii'e, only vgth the amount of credit actually used and 
transferred to other persons. In London, however, it is usual for 
the customer to arrange for a loan of a given amount to be credited 
to his account forthwith, or to arrange a loan limit and instruct the* 
bank, from time to time, to place specified amounts to his credit 
under the limit. Under the provinqal bank method of recording 
loans of credit, and considering the banks as a whole, if a bank 
agrees to grant credit, say to the extent of £10,000 to A, v^ho 
evehtually transfers it to (it her customers of the sain^i or other 
banks, the effect fin total c|-edit , balance^ and loans, will vary 
according to the relatiofi to^he bank of the recipients of As cheques. 

If, for instance, A gives a cheque*for £10,000 to Z. who already has 
£3,000 standing to his credit, the total credit balances and foans of the 
banks, so far as this transaction is concerned, will t^ach be^%:rft^aed i 
£10,000. If the cheque for £10,000 be paid fo who owes his * 
bank, sa^, £15,000, then the net effect will be no chan^fi i%the Total 
credit balances or in* loans. Again, if A tiivided his loan equally 
between Y and Z, the total credit balances and loans will each be 
increased by £5,000. Furtlier, supj^ise A j^ays his loaivin eql\al * 
portions to V and W, each of wAom is indebted ^o his bank for 
amojints of atjeast £5,000, then there wilt be no addition to the 
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total credit balances nor to loans. This reaction of the destination 
of bank credits is a phenomenon Vhich occurs frequently ‘in the 
discussion of causes which follows, and its operation must be 
allowed for in i?ny attempt at an estimation of their total r\nd 
composite effects. • 

Having defined tKe meaning tc^ be attached to the • )fr^ord 
“ deposits,*' and explained the difference between the Lyndon and 
provincial methods of iLCyrding loans of credit, we will now leview 
at lengtli the influences tliat may at any lime give rise to variation 
in the amount of deposits, the banks luung considered collectively 
as one unit. 

1. Increase in the Cash held by Banks or in their Balances 
AT THE ^ANK OF ExGLAND.—It is obvious that if acvistomer pays in 
legal tender to his credit at a bank, the effect of the transaction must 
be to tend to increase the aggregate of credit balances, unless the 
payment inwards is partly or wholly absorbed in liquidation of a 
debit balance, or the legal tender has been withdrawn from another 
bank. Generally speaking, any contraction in the legal tender 
circulation will tend to reflect itself in an* increase in the cash 
reserves of the banks, and per contra m the deposit liabilities. Over 
a period of years any increase in deposit liabilities due to excess 
deposit over withdrawal of legal tender must, however, necessarily 
be small as compiired with increase due to credit expansion ; for 
during the fifty-six years 1858-1913, according to Board of Trade 
Returns, the United Kingdom only imported an excess over exports 
n3f,gold of about £4,000,000 a year. Part of such excess will have 
been absofbed by increased currency Vequirements, jewellery, and 
the arts gnd manufacUires. , 

If a bank increases its own cash reserves by withdrawal of legal 
tender from th(^ Bank of England, its •balance thereat will be 
debited, and obviously there svill f^e no (Jiange in the aggregate of 
credit i/^lances,* because balances of customers of Joint Slock 
Banks would n(ft^e affected by such a transfer. If, however, the 
balance adjoint Stock Bank at the Bank of England be increased 
by payment inwards of drafts drawn on the latter bank, and received 
by the Joint Stock Bank from its own customers, the aggregat? 
oi*credit\ balances wilT tend t» be increased unless such customers 
have debit balances. Other methods by whic^i Joint, Stock Bank 
cash reserves may be increased are discussed laternin the cha 4 :>ter. 
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2. Increase in Money at Call and at Short Notice Loaned 
by Baj^s. — An increase ip bank*loans at call or at short notice will 
t^nd to increase the aggregate of credit balaft(^s provided the 
exti^i credit is transferred by the borrowers #o customers of the 
Joint Stotk Banks and is not used in liquidation of debit balances, 
nor i^ansferred to the Bank yf England inViquidation of other 
loans. Sucji loans by the Jomt Stock Banks afe usually made to 
bill-brokers, the Stf)ck Exchange, and various other financiers. 
At certain periods of the war, th(^ Government borrowed largs 
amounts of credit from the Joint Stock Banks repayable at short 
notice, tlg-ough the medium of the Bank of England. The evil 
effects 4)f such borrowing, as tending to inflation, arc considered 
hereafter. • 

:j. CiiangI'S in the Amount of Fuo.vTiNq Foreign I?alances 
IN London.#— Where these cjianges are due ^o exports or imports 
of gold, the aggregate of credit balances in the United Kingdom 
will generally tend to deci*easc or increase — exports of gold tending 
towards a decrease and conversely, on the other hand, the 
change weri -lue to exports of goods, the accounts of the exporters 
of the goods would be credited with the proceeds of the goods, 
while the foreign balances would be debited, and the net effect 
on credit balances will tend to be either a I'eduction in the aggregate * 
or else no change in it — the foriiKT arising when the ci’cdit for exports 
passes to an account with a pi'evious (k'bit balance. Conversely, a 
change in the doating foreign balances in E>ndon due to imports 
will result either in an increase or else in no alteration in the * 
‘ib'kregate of credit balances^ 

4. The Calling in ^oe Fijoati>^ FoRiiiGN Balances from 
Abroad. — 'I' he effect on CR'dit balances will vary according to 

whether the foreign baktnees are at the call of •banks or other 

• • • 

institutions and individuals, and alst) according to the form in 
which remittance takes place. 

(a) When Called in by Banks. If the remit tance,b^ in gold, it yill 
have no ^Tfect on credit balances. The item “ MoneyJat^Call and 
at Short Notice " in flie bank’s balance sheet will be diminished, 
wliile “ Cash in hand and at the BankT)f England ” will be increased 
ky the amount remitted. On the otlRT hantf, if the remiftance k 
iBade indirecUy in till' form of gooefs, credit balances would tend to 
dimiitish as thc^commuflity pays for the goods ; while advpnces 

5-(I723) 
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would increase if the goods were partly consumed by tlit community 
on a further extension of credit. r 

(b) When CaUid in by other Institutions or by Individuals. If the 
remittance bedii g^ld, and is paid into the banks, credit bakmces 
will increase, unless and to the extent such payment be made to 
accounts where th/te be debtor balances, in liquidation 'thereof. 
Indiicct remittaiice in the form o^ goods which are* sold to thr' 
community will tend^'o! creilte credits and dbbits in the books of 
'banks (,^f the United Kingdofu, which in the aggregate will cancel 
each other. To the extent, however, that p^urchasers of the goods 
pay for them by means of l^ans from their banks, kt)th credit 
balances and advances will tend to increase. 

5. Decrease in the Amount of Outst!\nding London 
Acceptances. — A decrease in the amount of bills drawn from 
abroad and discounted by banks or other institutions hi the United 
Kingdom will have an effect on credit balances generally similar 
to that already indicated above in the calling in of floating balances 
from abroad. When, hovyever, the bills accepted by Dmdon 
banks and financial houses are held abr6ad, a rcaluction in the 
amount of them will have diverse effects upon credit balances in 
the United King({oni according to the character of the transactions. 
(a) When bills are accepted for goods sup|>lied to the United 
Kingdom, gold may be (exported from the United Kingdom in 
payment of some of the iirlebtedness at maturity. In that case, 
aggregate credit balances in the United Kingd(/m will tend to 
diminish pro tanto. {b) If, however, goods aie exported in order 
to make* final payment, credit and "(lebit ei]tries will be made in 
the books of the banks of the^ United Kingdom which will giaierally 
tend to cancel each other. (^) WlA/c the London acceptances 
arose in^ the pfocess of fiiiaiyL:in^ trade*betw('(n fjrcign countries 
and were held or discount?(J abroad, a reduction in the amount 

will hav^g no ultimate effect on the aggregate credit balances 
ii:^this country, except where default (occurs at the maturity of the 
bills Tiie#: ircumstaiices in the latter case involve the same general 
considerations as occur in the issue of loans by the United Kingdom 
to G)lonies an^ foreign coufitries, a,nd may be iiKjre conveniently 
consid(^ed under these hea^s. (See paragraphs 10 and 11). 

6. Contraction Outstanding Tradi? Debts Within the 
United Kingdom, — It is probable that flip contraction of irtternal 
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trade debts at the beginning of the war did not exerci*^ a material 
effect u^oii the aggregate, of banTc credit balances. According to 
th^ method of accountancy amongst provincial •banks, if both 
debtor and creditor had credit balances there w^uldi be no change 
in the aggregate of credit balances. Likewise, if both had debit 
balaiK^, there would be no clyinge. If, on ?ilie other hand, the 
debtor had credit balance apd the creditor a debit balance, the 
consequence of the reduction or payment f^f^lhe debt would be to 
cause a corresponding reduction botji in credit balances, and in* 
advances in the books of the banks. Finall}^ if the debtor hail a 
debit bala^ice, and tfie creditor a^ credit balance, the payment 
would rt^uU in an increase both in advances and in credit bajances. 

7. SUBSCRIPTiCfMS BY THE GENERAL PUBLK' TO WaR LoANS, 
Exchequer Bonds, Treasury Bills, or, other vSecurities 
Issued by the State.— Wlum customiis oi banks subscribe to 
these issues from balance's standing .it their credit with their 
bankers, there will be no ultimate effect upon the aggregate credit 
balances, \ uless some of the subseqyeijt disbursements by the 
Governmenl viltimately»reach accounts with a debit balance. In 
that case the result would tend to be a reduction in advances and 
also in credit balances. It is indisputable that a large amount of 
Government disbursements has reached accounts which before the 
war had a debit balance, reiiresenting an old loan of credit, trans- 
forming the debit into a credit ; butf owing to the influence of 
other causes, the extent of this movement cannot be stated quan- 
titatively. On the other hand, when' the customer of a bank 
, has a debit balance at the ^ime he subscribes to one of these 
issues, or. wIk'D', having previously had » credit bakvnee, he 
borrows from liis bank for \he jnirposes of such subscription, bank 
advances and credit balalices are both thereby ^iroporjionately 
increased. . 

Though customers’ subscriptions to War I^ians.out of theTI 
credit balances, do not, after Government di^bursi^nents^ affect tjie 
aggregatc,of balances due to customers of b^nks, unless«i)ah yf tlie 
disbursements find their way to accounts with debit balances, in 
actual practice some of the b^nks get*more than tlyur share of th^ 
return credits, for locality exercises^ considerably' inflit^nce irf 
the final distribution bf credits, even in peac^j time. 

8. SuBSCRiPTifiNS by^ Banks TO War Loans, Treasury Bjlls, 
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Exchequer Bonds, or other Securities Issincd by the 
Government. — The great increase in, deposit liabiJitie*s (credit 
balances) durirt^ the war was primarily due to the inanufad.'Ure 
of additional «red?i in various forms by the G(Aaunmont aixl tlie 
banks. When banks subscribe to War Loans direct, or ^nake loans 
to the Government in any othej' direct or indirect foiTii^ they 
cause an expansion in the aggregate of the credit l)alances due to 
their customers, becart'^‘, taking the banks csMlecI naly, they in net 
•effect ^j)y su('h Irsins (aftiu’ Aiinoiis transfer .ind ie-(ransf(M' entries 

between banker^’ balances and Pulihc Accaninls a( llu' Bank of 

* • 

England) contract with tlu^ G()Vernment, in return f<*- a ceitain 
rate or rates of interest, to crislit tlie am. nint of their sullf^cnpl ions 
to customers to whom t^a\'ments are due from tlfi^ Go\'(‘inmen< for 
goods and services, ,7'his the banks are able to do because they are 
the generally acc<'tVed custodians wf credit. It is •obvious that 
the result of such action mii^t be an (expansion in the aggregat(‘,of 
the credit balances due to their customers. 

The analysis of the iiit(;rmediate effeds of bank subscriptions 
to War Loans or other form of GoveinnK^nt Joan involves several 
stages. In the fir.st instance the banks, in letuin for their sub- 
scriptions, receive a contract from the Government to pay them a 
certain rate of interest, which is determined acci dialing to the ttaans 
of the special security, while tlu? security is usually itself marketable. 
The subscribing by the b^nk^ to a Govaaninent Joan involves a 
transfer from bankers' balances at the Bank iT E^ngland (im hided 
♦n the heading “ Ollier l)ep<Aits ”) to tJu* balama-s in fav'our of |1 k‘ 
Gov^ernment at the Bank of Engl?ind (nujuded in tlie* heading 
" Public Depo.sits ").• As sociii as j^ai t or tjie whole of the transfer of 
credit is made, the Government dravf^ uj)on its increased balances 
at the Bank irr order to pay ^nKuiu fact uTers and others part or the 
whole of the amounts it (>vfc;s them fon goods and services. 7'hese 
p^tyilltfnts are m^de by warrants which arc eventually, in tlu; main, 
p^id into the Jwint Stock Banks by those of their i(*cij)ients who are 
cust^n1^rs#jf such bayks. The warrants are finally acc^)unted for 
by the Bank of England, whidi debits “^Public Deposits" vvith 
the amount, aijd <at Jllie sainij time credits tlii} Joint Sloe k Banks in 
•** Othe^ Depi^its " with llffc sums for which they had previously 
given credit to their customers. It would seem as ik credit balance 
liabilities would be increas(.*d by the amoiyit of Bhnk subsedptions 
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to Government loans, and this in effect would tend to (je so if none 
of the recipients of the Geverninent warrants had debit balances 
wj^l^the Joint Stock Banks. In such cases bank (^'flinary advances 
woul< tend to decrease. The effect of these two^)pp#sed tendencies 
and other f:ounteracting causes was clearly shown by the difference 
in thc•>^'ar 1915 between the aijiount of bank Vibscript ions to the 
JVar Loan that year (apart from subscript ions *to Treasury Bills) 
and the increase in the aggregate of*cred4f^balances. To the 
per Cent. War Loan issued in Juncf 1915, the banks sul^scribec^ 
about /2()(), ()()(), 000. ,Yet the increase in the deposit habilities»of 
banks dui«ng the year 1915 anujunted to only £104,451,000. 
Advanc(«i to customers decreased by £38,(K)0,000. ^ 1 hese figures 
prove thal souk' f)f the new credit was absorbed in liquidation of a 
cerUiiu ainoimt of old private credit. Iw'O, factors that tended 
to operate to reduce credit Imlaiices during Uie war were reduced 
b^iik lioldings of mercantile bills anel the excess witl.drawal over 
deposit of legal tender by customers. 

It is 1101 possible to state the exact ajiKiunt of bank subscriptions 
to War Lo< 1 s since th$ commencement of the war. lo the first 
Loan, issued in 1914, bank subscriptions are said to have amounted 
to nearly £100, 000, 000 ; to the second Loan, issued in 1915, to 
about £200,000,000 ; and to the fourth Loan, issued in 1919. to 
£111,000,000 (amount stated by Chancellor of Exchequer). Possibly 
these amounts include subscriptions it>t only from British home 
banks but also (rom other banks with offices in this country. The 
third^ Lc’an, ishued in 1917, included no direct applications fron 
the banks, but it included a farge amount (some estimates place it 
as high as £200,000,00(1) of cil^dit granted 4)y the banlii> to the 
public for Ihe purpose of sullscribijig to the loan. Until those who 
borrowed from the banks for si^ch .purpose repay the advances, 
their subscriptions arc, m \*ffect, baid^ subscriptions. The greater 
part of such advances has now been repaid the baiil^, 4nft 
whatever the amount outstanding at any time, it would tend^to 
reflect its«lf in a coires^ionding increase injhe aggregj^c ^f .credit 
bi^lance liabilities of banks. (3n 31st December, 1919, the London 
Joint City and Midland Bank^had only about.£ 15,^0,000, and tlie 
National Provincial and Union Bankfif England aljput £7600,000 
of advances cnitstancfing that had been maje to assist customers 
in subscribing t6 War J^oans. 
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What any^unt of investments the banks have s(Ad since the 
commencement of the war, it is also impossible to estimate with 
any degree of aftcfaracy. All that can be said in this matter is / Vat 
the banks hav*; soW foreign and Colonial securities when rc(»uired 
to do so under the Government's schemes for the mobilization of 
securities during war. Hencaforth, the banks will probably 
gradually place oh the market, in tl^cir desire to aid. deflation, parf 
of the investments 11^^‘y havb unwillingly acefuired during the war, 
•when ttie market jirices of tjic securities arc high enough not to 
involve them in any gieat loss. , ^ 

9. Bank Purchases of Secprities from the Open ^Iarket.— 
When^banks purchase seeiirities from the open market they have 
necessarily to arrange, directly or indirectly, for*the sellers to be 
credited for their saJes or to make payment in the foini of Ifgal 
tender. Obviousty, *if the sellers el^ct, as is generedly the case, 
to be credited in the books of the banks, the aggregate of creeVt 
balances will tend to increase. vShould, howeviT, the sellers elect 
to take legal tender fron> the banks, there will be no tendency for 
credit balances to increase as a result of thf* sak s until some of the 
withdrawn legal tender finds its way back to the banks from 
circulation. 

10. Loans to British Colonies, Allies, and NEUTRALS. -The 
effect of these upon the aggregate credit balances in the United 
Kingdom will vary with tint character of the h aii. (a) If the loan 
is remitted in the form of manufactured goods aigl the manufac- 
turer receiv'es payment indirectly in a War Loan issued by the 
British (ifjvernment, there will be no changy in the aggregate of 
credit bclarices. {h)*U tin' Fiianufactuier^ n ceives cash ‘from the 
British Gov^ernnunt, which casp tliaf .Government has borrowed, 
the effect on tht^ aggregate cre^lit [lalances will depend upon whether 
the recipient of the cash lias’a debit balance at his bank or not and 
thfr sirtrce of Hie borrriwing by the Government. As already 
shfiwn, if he hasra debit balance, so far credit balances at his bank 
will npt^e increased : ^conversely, if he has a credit balr*ice, there 
will tend to be a like increase in the credit balances at his bai\k. 
(c) If the loan i^ one^for payment for purchases in the United States 
©f AmePica, agd if it be effected by export of American securities 
from this country, yien aggregate credit balances here might 
increase or might not increase according to the maitncr in whith the 
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British Government acquired possession of the American securities 
exportefh As a rule, ordinary bcfnlcers’ credits in the United States 
will not affect credit balances in the United Kingdom. 

^fl. Issues of Foreign Loans and FoREKiN Treasury Bills 
ON the London Money Market. — (a) When these are taken up 
by ty« geiK'ial public, the position as regjirds aggregate cfedit 
balances is^ similar to the issue of an internal public loan — ^that is, 
^such issue wifi not +#‘nd, as a rule, to incj;(iase credit balances {sec 
above (7) and subject to the same iniportant exception). (&) Whe;a 
!hc subscription is made by banks there will be the converse 
tendency^ namely, aii increase in credit balances [sec above (8)). 

12. 'l,iiE Selling of Foreign Investments to Foreign 
Countries. — Tl#e effect of such sales upon aggregate* credit balances 
in Jhe United Kingdom will depend upon the source of thdsale and 
the way In jvhich payment is made. If the sale is made to agents 
in London of a foreign financial house, then floating foreign balances 
in London will be proportionately reduced, while the bank accounts 
of the severs will be credited. 

13. Til Raising o*' Loans in Foreign Countries. — When a 

loan is floated in the United States of America and the credit 
thereby created in America is drawn against to pay for exports 
from the States to the United Kingdom, debits and credits of equal* 
amounts will be created in the books of banks in the United 
Kingdom. ^ 

14. Bank Advances to the Trading and Manufacturing 
Community.— *Farlier in the chapter, it was pointed out tliat wlicn* 
analysing the causes of varijftion in the aggregate of baifk deposits 
it was necessary to Rear in miivl the^differeii^e between tl;e London 
and provincial methods of recording loans of credit. In both cases 
it was shown that advances of aiiy nature ti'iideil to reflect them- 
selves in an increase oi tlje aggr^gafo^of credit balances.* A simple 
illustration is where mamifactiirer \ obtain', an advance ^f,^oy, 
£10,Q00 and draws cheques for, say, £2,000, £3,t)0^, and £5,000 in 
favour of three raw material merchants, B, C, D, '^di® are*not 
indebted to their own*banks. If B, C, I) plf^^ the cheques in to their 
banks to their owti credit, obviously the aggregate of credit balances 
will tend to be increased by £l0,00y, tlie atnouifl: of thq advaiTce 
to A. As l;as been previously stated, to the exfent that newdy 
created credit is applied to the liquidation of old advances, so will 
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new ad Vance not tend to cause an increase in the aggregate of 
credit balances. ' „ * 

15. Bills DisdajNTEO by Banks. — When a bank discounts oi^q 
or more bills for^ ciMtomer, it credits the proceeds to the custorj^cr's 
account. If the account be in credit, the aggregate of credit' balances 
will tend to increase ,J-)y the same apiount. If the account lisve a 
debit balance, as large as the proceeds of the bills, fhe, aggregate^ 
of credit balances will :)t tiuid to increase, ‘but the amount of 

f 

advances^ will tend to decreas^. 

IS. The Issue of Currency Notes. — Whether an issue of 
Currency Notes will have any effect on the aggregate credit balance 
liabilities of banks will depend on the method (d and conditions 
governing the issue. With reference to the present issue, to the 
extent the Joint Stocl^ Banks take Currency Notes from the Ba^ik 
of England (without ^exchanging gold or other notes for them) 
and retain them in their own reserves, so will their aggregate 
credit balance liabilities tend to be increased, provided that the 
Government draws on the, credit created by the withdrawal of the 
Currency Notes from the Bank of England. *When the Joint Stock 
Banks take Currency Notes from the Bank of England, their balances 
thereat are debited and the Currency Note redemption account 
credited with the amount of such notes withdrawn. The Govern- 
ment has continuously since the commencement of the issue diawn 
on the balance of the Ciirii'‘ncy Note redemption accaamt and 
substituted its own securities for its drawings. To tjie (Wtent that 
Mich drafts have passed to the credit of customers of Joint Stock 
Banks, so' must the aggregate credit; balances have teiidc'd to 
increase. « Further mention oi the vffect of the preseait -issue of 
Currency Notes on aggregate credit balaRces is made in the hdlowing 
pages when discussing the causes that gite rise to an increase in 
the cash reserves of the Joint ^vStock Banks. 

DftNK iMfERSONAL ACCOUNTS.— Like any other business 
institution, banks^ in making up their books for balance sheet 
purposes,* h?^,ve to include the balances of a certain mvribcr of 
General Ledger Accounts which are no concern of individual cus- 
tomers of the banks. In the (•ase of the “ Liabilities " side of the 
balance sheet, they are included in the heading “ Current, Deposit, 
and otJter Accounts." ^What proportion the balances of " Other 
Accounts bears to the aggregate of the ^alancesMf deposit and 
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current accounts it is impossible to state, but it may^be taken for 
granted* that it is usually relatiVely very small. Some of these 
‘^thcr Accounts " arc part of what the banks*tfrm the “ hodge 
podgj." The “ hodge podge ** varies considembl}^ in the case of 
those banks that window dress ” their balance sheets at half-year 
or ye^r ends. , 

^ Summing iijo in the mattej of the influences* that have caused 
the increase of £1,3^8,000, 000 in iht aggi-^ate of credit balance 
liabilities of banks since the year 191^, it may be said tha^ part o4 
the increase is due to^incrcase in Cash Reserves (the effect of Wnys 
and Meai>j^ Advances and the issue of Currency Notes), part to 
subscrijT^ions by the banks to the War Loans, part to bank pur- 
chases of Trcasifry Bills, and part to an increase in advances to 
merchants, manufacturers, and others foj* trading jHirposes. 
Advances* have naturally iiicrcascd most ^nce the termination 
of hostilities and revival of trade. There has been a great demand 
for additional credit owing to increased prices and labour costs. 
Part of t increase in advances duriyg^the war was due to bank 
loans to c.i himers to enable them to subscribe to War Loans. 

During the early months of 1920 there was a further increase in 
advances to customers for trade requirements, but from about the 
month of July, 1920, the movement has been sto])ped, owing to the * 
Government desire for gradual deflation and a recognition by the 
banks of the artificial cash basis on *vhkh the great increase of 
credit has bi’cn^ erected during the war. Reduction in Ways and 
Means Advances and in the fiduciary part of the Currency Noie • 
issue have brought Jiome to* the banks that their edifice of new 
credit ha> its foundntiojis on ifioving sands.* 

The ta])!e on page 74 shcfws th^ increase in Bank Deposits since 
the end of 1913, accordiiTg to The Economist. • 

Idoiii lliis table it will be observed. fhat bank deposits aggregated 
to /^2, 356. 27 1,000 at the end of 1919. But accor^iingto ThtStMist 
the aiTK lint (f deposits at the end of 1919, W(4S *£2,398, 831, (JpO. 
The difference of about £42,000,000 is nearly accon^ite^l for by 
The Statist including m its combined balance sheet the figures of 
the Yorkshire Penny Bank aqd the Co-operative Wholesale Society 
Bank, which banks The Economist «omits from i^s contpilation. 
riie deposits of tflese two institutions ^ amounted to about 
£38,000,000 at ^he en^ ^of 1919. 
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Bank Deposits (Excluding Bank of England and Saviijgs Banks) 
* {Extracted from “ ?'he Economist ") , 


(OOO’s omittecfj 


Year 

Joint 

England 

and 

Wales 

JrocK Ban 

Scotland. 

KS OF 1 

Ireland. ' 

! 

Private 

Banks 

Total. ■ 

Inc^ase 

per 

annum. 

< 


/ 


e £ 

£ ^ 

r • 

£ 

£ 

1913 

809,352 

lPs.a87 

70,657 

27,090 

1,032,986 

46,563 

M)14 

895,561 ■ 

132,501 

V 74,501 

32,874 1 

1,135,440 

102,454 

1915 : 

992,555 ' 

140,568 

77.722 

32,891 

1,243,736 

108.296 

191A 

1,154,877 

166,620 

83,746 

39,182 ! 

1,444,426 

200.690 

1917 

1,365.297 

196,538 

99.310 

44,697 ! 

1,705,842* 

261,416 

1918 

1,583,412 

222,054 , 

1 ' 3 1.6 10 

51,271 

1.988.347 1 

282,505 

1919 ,. 

1,874.184 

259.610 ' 

166.231 

56,246 

2,. 356, 271 ; 

'^t67,924 

1920 

1,961,527 

279,228 1 

200,441 ' 

50,865 

2.ti92.061 

135,790 


In connection with the above figures it has to be borne in mind that ‘the 
total increase shown do<j,s not represent e:^act true growth, f(.r Joint Stock 
Banks have at tunes absorbed private banks which did not publish balance 
sheets, . 


The following pnnciplcs bearing on the relationship between 
bank credit and customers’ deposits were laid down by a member^ 
of Section F of the British Association for the Advancement of 
Science, m an address to a mi'eting of the Section held m Newcastle 
‘ in September, lOKT-- 

(а) It Is through credit expansion that banking deposits mainly 
increase in noimal time-.. Byring the ten yeais, 1904-1913, banking 
deposits in( reased on an average about £30,000,000 a year. Of this 

••injcrcasc, ab< ut (27,000, 0(KJ was due to bank credit expansion, the 
remaining £3,rX)0,0()0 or le^s being vine to excess dejiosit over 
withdrav\ d of h'gal tepder, mainly gold, by customers. 

( б ) So long as the banks continue to grant additional credit to the 
community so long must their deposit liMbihties tend to increase 
coiTC'^p<;n(lingly, for in banking ’phraseol(,gy every (h‘bit has its 
C 04 ) ra icrialit eifiry or entries somewhere in the books of the banks 
of the United Kingdom, unless the debit represents a permanent 
witlidrawaT^pf legal temler. About 90 per c(*nt. of bank deposit 
liabilities is the result o^ the growtli in banking credit. 

(c) Bankers are fully conscious that when they make loans fo 
th'eir customers Ihey are onlji making book transfer entries in the 
accounts of their customers and of thcmselvos, for t.hc banks are 

» A. H. Gibson. 
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the geiierafly accepted custodiar^s of credit. Individitilly, however, 
banks liave to regulate the total amount of their various classes of 
J||4ns by the amount of their cash reserves, fliat is legal tender 
th^ have m hand and their balances at the Bank* of England. 

(d) Air the leading banks keep a large credit balance at the Bank 
of Efjgland, partly to settle final differences between themselves due 
, to cross crediting of customers* drawings, and partly to provide 
them with additional legal tender wh*en theji are called upon to meet 
excessive withdrawal over deposit of^egal tender by their customers. 

{e) Should a banU grant additional credit at a rate greater than 
the iiiLieftse in its customeis’ deports, it would find its cash leserves 
giadually pass into the control of other banks.. Its customers' 
deposits, and consequently its cash leserves, are largely ijependent 
orf the lelative rate to itself at which otlKT banks are creating 
additional c*icdit, but locality often exercise;? considerable influence 
in the final distribution of credits, 

(f) To the extent that existing deposits are iransferred to 
accounts /dth debit balances, that is to say, to people who ow^e 
money to Iheir banks, *the total amount of deposits is reduced, and 
to the extent that new loans of credit are transferred to accounts 
with debit b<d<uices, the total amount of deposits will not incrcasq 
through the creation of the new ciedit, because old credit wall be 
lu|mdatcd by the transfer of the new ciaalit. 

(g) The business of banks under moflern conditions of credit is of a 
twofold chaiac.ter. They tiaiisfer existing deposits, that is customers^ 
credit balances, in whole or in pait, to the order of their customers, 
and they create adcl^t lonal deposits by increasing their loans of credit . 

(h) 'Hie banks remVr veiy greiTt services to the ci^mniunity, 
for tlu‘ tiaiisfer of existing*cicdii and the ci eat ion of new credit is 
absolutely essential to modern production. 

(i) The great econoinit distiiictiwn between thy Government in 
war time and the public in peace time obtainiiig^grants of cTedit 
from the banks is that the former uses tiie grant*in orijer to oUtain 
and coifsume goods ;ind services for tln^ destructive purposes of 
^var ; but the latter m order to increase productive power, ^ and 

‘ Banks, by making loans for the purpose of pUrt payment o4 wages 
cost ol materials, and linancing foodstuffs, inatcnals, .•id finished goods 
whilst in traifsit overseas, and in some cases fo% some extended time after 
arn^^al, enable producers, tmanufacturers, and traders to employ greater 
proportion of their own* resources in land, buildings, plant, etc. 
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consequently < o increase the available supply of goods at the 
disposal of the community in the future. 

(;) Seeing that' jkibhc subsciiptions to War Loans simply nieji^ 
an exchange or trai'isference in ovMiership of bank deposits, ^vhc 
transferors on each occasion of transfer receiving Government 
securities granting a Irn on the production and services of posterity, 
it is obvious that tlie amount of internal War Loans that may be 
raised by an advanced CQlihminlty under modern' ban king conditions 
is* almost unlimited, provided *^he terms of issue and methods of 
cidlection are made sufficiently attractive to the public. Given 
time for alternate collections and disbiiisemeiits, I can coi.iceivc of 
the Unitixl Kingdom being able to mortgage postent}' to the-extent 
of at least ;flO,0(X),000,000, if necessary.^ ^ 

Cash in Ha>id, at Bank op England, Eic. 

The following table shows the annual inci eases in the ^o-called 
Cash Reserves^ of the Joint Stock Banks since 1913 — 

Cash in Hand, ai Dank of ENr.iANi), I'Hc 


At 31st December 

, Amount. 

IncHMse 

1914 . 

1 ^ 

' 221,000,000 

/ 

(>9,000,000 

191S . 

224,000,000 

3,000,()00 

1910 

319,000,000 

9s, 000, 000 

1917 

,.320,000,000 

1,000,000 

1918 

374,000,000 

.S 1.000,000 

1919 

423,000,000 

19,000 000 

• Increase for 

SIX >ears i 

/ 27 1,000, 000 


Banks do n<'t in all cases sejiaratc* “(a>h in hand and at Bank 
of England froyi “ Money at Ca*ll and at Short Nidae ” In the 
above table an adjustment Kis b^e^ ni.i^rle for eac h 3 'eai on the 

* his sGitement was made at a tune when (ioveiiunenl hoi rDwinji's on 
war account had GioV quite a^gre^ated to /2, 400, (>90,000, and o( casioned 
much press di^cussioK There was a consensus of opinion that tlie estimate 
of /10,000/#00^000 was an impf)ssihlr amount for the United Kingdom to 
raise For the period 1st August, 1914, to dlst Msirdi, 1920, Clovtininenl 
borrowings on arcount (A the war amounted to neaily /?, 200,000,000 If 
the war had lasted for two years longer than its actual period of duration, 
Gotemment borrowings on account thcreorinust have inevitably exceeded 

;^l0,000,00(t,000 

* Usually describfsl on balance sheets as " ('ash iif hand aud at J3ank of 
England.” Some banks use the expression ” Cash.in hand and unih the J3ank 
of England ” , other banks, ” Cash m hand and vt the Bank of England.” 
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assumption that tlie experience of banks that do ^eparate these 
items, •one fiom tlie otl^u', is that of all the banks. Reference to 
Rie combined balance sheet already given will •laow that when the 
m^^e adjuslment is not made, “ Cash in liiind^and at Bank of 
Englan(>" (including “Money at Call and at Short Notice" m 
cas(^s»wheie no separation is made of thislaMer item), amounted to 
£173.000,000 on 31st Decemru r, 1913, and' £443,000,000 on 31st 
DtM'einbei, 1919 ; fin increase of £270,00(^,000 in six years, which 
is almost till' same increase shown jn th(‘ above table. The inter- 
esting quest ion now ai ises • To what factors was tins very abiK^final 
in< n ase^diie ^ It is advisable to deal with this impoitant matter 
at soiiK' length, in f.nt to investigate the causes of the great 
iiuiease in th<*cash la^serves of the Joint Stock*Banks since the 
(.gminenc einent of tlu' war. 

In the liist ]ila('e, m considering the aggregate cash reserves of 
^ Joint Sto(k Ikuiks, It IS nec'essaiy to bear in mind that the so-called 
ies('iv(‘s they kiH'p with the Bank of England are not specifically 
earmark d oi set aside' in legal tender. vSuch reserves leprosent 
simply Cl -lit liabihtifs of the Bank of England to the Joint Stock 
Banks, and possess no ]Miority as to repayment over the Bank's 
other deposit liabihtK's. 4'he expression “Cash in hand and at 
Bank of haigland ’’ found on the balance sheets of the Joint Stock 
Banks leally means “ legal tender in oiii strong rooms, safes, 
and tills, and balanci' standing to i^r ciedit in the bi^oks of the 
Hank of k'ngland,’’ and usually also includes certain other items 
u'fiuii'd to lat('i. Just m the same way as traders have cyme 
to spi'ak of the balance stflnding to then credit at a Joint Stock 
Bank as “ ('ash at*(oi with, of in) Bank," sy the Joint Sjock Banks 
have come to teim the balance standing to their credit at the 
Bank of England as “Cash at (or with, oi m) Bank of England.' 

A second point to bear in mmd I'f that it is not possfble to state 
the amount of legal tender held by the Joint Sfock Banins 4liem-^ 
selves separati'ly fioin the amount of then biijaflces at the Bank 
of Engtmd, for the Joint Stock Banks do not make jTns*.separat ion 
on their balance sheTds. A few of the banks (mainly small banks) 
*stjll even follow the old practice (rf lumping together for balance 
sheet purposes the items “ Cash 1 % hand,'* “ Balance at Banl^ of* 
England," .“ Money at Call and Short Notice." *It may be here 
no1*ed that prtoi to thP war the aggregate of bankers balances at 
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the Bank of England was estimated by leading financiaLauthorities 
to average between £20,000,000 and £25,000,000, and at times the 
amount was thought to exceed the amount of the Bank of England's 
own reserve in its [ranking department. 

Whilst it IS not possible to estimate even approximately the 
present amount of legal tender m tlie hands of the Joint ?,tock 
Banks separately from the aggregate of their balances at the Bank 
of England, it may be sqid wth certainty tliat the major part of 
t|ie increase in the cash reserves of Joint Stock Ikanks during 
and sinc^ the recent war has been due to considerable increases 
111 their balances at the Bank of England and the issue of, Currency 
Notes. This will be obvious from tlie following re\aev\ of the differ- 
ent ways in whfch the cash reserves of Joint Stncl- Banks may be 
increased. 

Taking the Joint Stock Banks as one unit, their cash reserves 
may at any time be increased m any of the following eight ways — 

1. By an excess deposit over withdrawal of legal tender by their 
customers. At certain seasons of the year this happens tempor- 
arily in peace times, but it is certain that, during and since the 
recent war there has been an excess withdrawal over deposit of 
legal tender. It is w'ell known that during the war there was an 
<iImost continuous drain of legal tender from the Joint Stock 
Banks, owing to the general rise in commodity puces and increased 
usages absorbing an additional amount of legal tender into 
circulation. 

, 2. By the Joint Stock Banks increasing their ow'ii reserves of 
legal tender by withdrawals of legal tender from the Bank of 
England, and having tlieir balances at the BariK of England main- 
tained or increased by any of the cre/lit opiTations enumerated 
in the following , paragraphs, 3, ‘4, 5, 6. « This method was well 
illustrated 'during the war by 'the* indirect effects of the issue of 
Currency/ Notes •■on Joint Stoc*k Bank cash reserves. This is an 

* exceedingly intih'e^ling matter. As the Joint Stock Banks take 
Curfency^ates from the Bank f>f England, their balances^ thereat 
are, of •course, debited ^ith tlie amount. If they keep the with- 
drawn notes in their ow’n strongrooms, their aggregate cash reserves 

• ara not fpr the time Tieing reduced by the withdrawal. But as 
soon as they prficeed to pay out the notes to tbeir f»w'ii customers, 
their aggregate cash reserves will tend to decrease, until ruch 
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time as the Government draws on the credit create^ by the with- 
drawal*of the Currency .Notes "from the Bank of England, and 
^stitutes Its own securities in the Cun eiicy •Note Redemption 
A^unt. The Government drafts will first ^namly pass to the 
credit ofcustomers of Joint Stock Banks, but later, in the course 
of ck3rance, will be credited Jto the balanc^ of the Joint Stock 
^ Banks at the; Bank of Engliyid. The following’ illustration shows 
\lie operation in sfmple detail. it*V‘ supposed the Joint 

Slock Banks take, say, £10,000,00(i in Currency N(;tes |i. in tHe 
Bank of England (fo^' which their balances aie debited), £7,000^000 
of which#they soon afterwards p^iy out to their custonieis, and 
that tlfc GoVernuK^nt uses the £10,000,000 ciedil^cieated by the 
withdrawal of tfle notes from the Bank of England : in oth^ei weirds, 
draws to that amount on the cash balance of the Cuiiency Note 
Redemption Account ; then the credit an^l debit oiieiatums of 
J:he various transactions will be as fdlows— 


Balances Joint Stock. £ 
Banks at Bank of Eng- 
land debited . . . 10.000.000 


Cash B.ilance (at B.ink of £ 
ICngland) of Currency 
Note Kodeniption Ac- 
count cicchted . . . 10,000,000 

Cash in hand of Joint • 

Stock B.uiks incicased . 10,000,000 


Cash in hand of Joint 
Stock Banks rctluced 
by customers’ with- 
drawals .... 
Balances of ciisftjmeis of 
Joint Stock Banks 

debited 

Cash Balance of Ciiirc#cy 
Note Redemption Ac- 
count debited . 


Public Accounts debited . 


7,000,000 


7,00(f,000 


i 0 . 000,000 


10,000,000 


Public Accounts credited 10,000,000 
Government Diafts cred- 
,itcd to ciistoTners 
Joint Stock Banks. 

Government Diafts cred- 
ited to Joi*it Stock 
Bank balance.^ iit Bank 
of KngUind . 


10 , 000.000 


10.009,000 


It is easily seen llial the yet effed of the^above opeiatioiis is^an 
increase in the so-called cash reserve of the Juint^tock^anks by 
£3,000,000, ^nd a ^corresponding increase^ m the cicdit balance 
liabfhties of th? Joint §tock Banks to tlieii customers. The fo^owuig 
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rule may, tli'^refore, be laid down as to the effect of 1*iie Currency 
Note issue on the cash reserves of the Joint Stock Banks. " To 
the extent the Joint Stock Banks take Cuirency Notes fronij-he 
Bank of Englard (v'.itliout exchanging gold or other notes for ;t'hcm) 
and retain them in their own reserves, so will their aggregate cash 
reserves tend to be increased, provided the Government draws all 
the credit created by the withdrawal of the Cm reiv'y^ Notes from 
the Bank of Englan^j/' The intermediate‘s transactions at the 
Bank of England may be nvaitally eliminated by considering the 
Gc’Verninent to hand to the Joint Stock JJanks £10, 000, 000 in 
Currency Notes (legal tender bean'r seem ities), in udiifn for the 
Joint Stock Banks crediting £10,000,000 to. their custifniers to 
whom the Government is indebted f(<r goods andVi \ ices, and the 
Joint Stock Banks paying out £7,000,000 of these not(*s to tlu' same 
or other customers. 

During the course of the war, and also since the declaration cd 
peace, the Government has repeatedly drawn on the cash lialance 
of the Currency Note t^edemption Account, to the aggregate 
extent of about £337,000,000, up to 31st DccemlxT, 1919. A week 
previously, at 24th December, Government st'curities held in the 
Redemption Account reached their maximum amount, namely, 
about £339,000,000. By 25th May, 1921, tlu' amount had been 
reduced to about £298,tXX3,000, s(‘curilies for llu^ difterence having 
been redeemed. * 

No near estimate can be given with certainty f>f the extent to 
which the issue of Currency Notes has actually increas(*d Joint 
Stock Bank cash reserves since the commencement of the war. 
It may, however, be roughly C‘ timated that of the increase of about 
£271,000,000 m the aggregate cash rcsci'ves between 31st December, 
1913, and 31st December, 191,9, from £80,000,000 to £100,000,000 
was due to the issue of Currency Nedes, foi reasons already advanced. 

C. By the Banjc of England granting credit to bill-brokers and 
otl^er borrowers to meet loans called in by the Jmnt vSlnck Banks. 
If for gmy reason a Joitjit Stock Bank wishes to increase :ts Cash 
in hand and at the Bank of England," the usual proclaim e is to 
call in part of i\s, leaps to bifl-brokers or other market borrowers, 
thereby forcing the latter to boirow from the Bank ()f England, 
(in the absence of bemg able to obtain the erklit elsewhere). The 
ojjerajion simply involves cross-transfer ci,itri('s iVi thi' books of 
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the Hank erf England. Bankers’ balances ore credited and loans 
or discounts debited in tlio bo(jks of the Bank of England. 

^ . In the Weekly Retiii ns of the Bank of England! bankers’ balances 
aK^ncliided iiikUt the heading “ Oilier Depofils/i and loans and 
discounts* (to borrowers other than the Government) under the 
headirilt "Other Seciintics.” J^oans by the^aiik of England to 
jthe Governme^it come under Ijie heading " Government Securities/’ 
and balances diK' t(f the various defiartnftl^ts of the Government 
under the heading " Public Deposits#” . • 

Ov'iug to the grea^ increase in the cash reserves of Joint Sl^ck 
Banks caused by other mhuenci'S c^^llllng tlic war, it is certain that 
no material part of Jhe aggieg<ite mciease between 31st December, 
1913, and 31st December, 1919, w<is due to increased borrowings 
by .bill-brokers and others at the Bank of England at the latter 
date as compared witli at tiie foiincr date ^o meet calls by tlie 
Joint Stock Banks. I he item " Other Securities ” in the Weekly 
Returns of the Bank of England showed an increase of £29,900,000 
for tl ' two weeks t nding 31st Dec^'mj:)er, 1919, as against an 
increas of £25, 100,000 for the two weeks ending 31st December, 
1913 At the former date the Joint Slock Banks strengthened 
their balances at the Bank of Englaml by omitting to renew matur- 
ing rreasiu}’ Bills, an action the Government had to meet by means * 
(d Ways and Means advances. 

4 By (he Rink of England grantir# credit direct to the Joint 
vStock Banks. Such an mciease reflects itself in the item " Other 
Deposits,” and per contra in the item " Other Securities.” Occa- * 
sionally, some of the banks bbtain such a ciedit at the* Bank of 
England iit half-year eiy:ls to ^rengihen tluwr balance sUeet cash 
reserve position, and also uptimes of ciisis. 

The large payments thf- Joint Sto^k Banks liadMo make to the 
Bank of England on account of the W^ti' Loan isbued 12tli January- 
16th hebiuary, 1917, caused some of them to borrow temj:Jliraw]y 
fiom the Bank of England, but the inajoi part o^such borrowings 
was quicljy repaid after Government disbiiisements of ^Iic Proceeds 
of the Wai Loan. ' ** 

^ By the Bank of England gi anting credit to other customers, 
who transfer the whole or pait of it^o the accounts of the Joint 
Stock Banks at the Dunk of England. Tlie c^sc already mentioned 
under-3, of bill-^irokers being driven to borrow from the Bank of 

6 - ( 1723 ) 
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England to fpieet loans called in by the Joint Stock Banks, is one 
illustration of the creation and transfer of new credit leading to 
the augment at ibii of bankers* balances at the Bank of England. 
There are many other bearowers from the Bank of EiiglancUvvho 
liquidate indebtedness to the Joint Stock Banks by the iiansfer of 
advances made to tjiem by the Bi^nk of England. Such ad^yances 
usually reflect themselves in an ii^ciease in the ^itQUis “ Other 
Securities ” and " Otl^bs Deilosits *’ in the Weekly Returns of the 
'Bank of England, though evrrent transfers by bankers to Public 
Accounts may for the lime being pi event " Other Deposits 
showing approximat(dy the same increase as " Other Securities ” 
It may be laid down as a general pi inciple that any material mcreasi' 
in “Other Deposits” is generally due to an inciease m bankers' 
balances at the Bank of England. 

6. By the Joint Stock B.inkb payipg m to their accounts at the 
Bank of England diafts drawn on the Bank of England. These 
drafts may be drawn on credit balances or against advances made 
by the Bank of EngiaiK^, ajid may repiesent amounts due direct 
to the Joint St(Kk Bank-, in the fust iiisp nee, or to ciistomeis of 
the Joint Stock Banks. In the latter case, the Joint Stock Banks 
will fiist have given credit to their customers for the amounts of 
the drafts. 

Durmg the course of the war, tlie Joint Stock Banks paid into 
the Bank ol England to th ar credit an t normoiis number of drafts 
representing a stujx ndous amount of Goveinment wai di^biiise- 
aaents ; but these drafts did not cause a coiK'sjionding mcii'asi' 
in Joint 'Stock Bank balances at the Bank (jf England, because 
they ha^l in the mam bia n diawn against funds which .the Joint 
Stock Banks had first tran^feiied to. the Public Accmints, repu'- 
sentmg subscriptions by themselves and then ciistomeis to War 
Loans, and the collection o{^ taxation. .The amount disbursed by 
th* Gdvernmeilt in the United Kingdom has, how'ever, been greater 

ft ^ 

th^n the amininl the Joint St(j( k Banks have had to pay to Public 
Accounts, *^nd the difference is cons<-quently one of the causes 
of the great increase m the balances of the Joint Stfick Banks 
at the Bank of Englanfl since the commencement of the war. 
the difiference li.is l?een mefl by loans fiom the Bank of England 
to the Government lytd also, there is everyi leason^ to believe, at 

certain periods by temporary advancei> from <Mic Joint Stock 

• • 
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Banks to tke Government, the Bank of Englanci acting as 
intermedfary. (Sec below.) 

7. By the Joint Stock Banks making temporSi^ loans to the 
Gov^^ment through the medium of the Bank of« England, the 
Governmeift using such loans for war disbursements, and the 
Joint Sfbek Banks in their bali^nce sheets iiK^uding them partly 
lender the hesdyig " Cash in hapd and at Bank of England,*' instead 
of wholly under the Reading Money* at Gif]l and Short Notice.” 
This form of Government borrowing w#s certainly not in op^eration* 
before the war, but tl^e following are the reasons for bcheving*it 
to have be»n in operation during 1916-1919 — 

{a) Since the comn^^ncement of 1916, and up to 22nd July, 1919, 
the Bank of England (generally understood to be acting on behalf 
of the Treasury) took spare balances from the other banks at fixed 
rates of int’erwst, usually at three days* notice. The Statist, in its 
issue dated 8th January, 1916, anm unced : ” It is understood 
that the Government is now borrowing indirectly from bankers, 
for short ‘^nods, at 4J per cent, for Way;5 and Means.” 

(6) Unle. ' such form of borrowing was in operation, and part 
of the loans were considered as cash by the banks, no explanation 
can be given for the major part of the great increase of about 
£95,000,000 in the cash reserves of the Joint Stock Banks during 
1916, for the ” Other Deposits ” of the Bank of England (under 
which heading bankers’ balances are included) only increased by 
£14,700,000 (from £112,000,000 to £126,700,000) during that year. 
Part of the increase in cash reserves would be due, as already stated 
to additional reserves of Curfency Notes in hand by the Joint 
Stock Banks, but it*is improbLfble that this cause accoi^nts for 
more than £20,000,000 or so* of the increase of £95,000,000 that 
took place during the year >916. ^ • 

(c) The Government Rev/^nue I?eturns show that the additional 
amount temporarily borrowed on the credit of Wa^s and Mea«s 
Advances during 1916 was considerably greater tljan the increase 
in the item^” Government Securities ” m the Weekly Ret^irmi of the 
Bank of England, though other sources of "temporary borrowings 
may account for a large part of this difference. It was not until 
April, 1920, that the Treasury in its w^kly returns made a ^epara-*. 
tion of Ways aind Meims Advances by the B^nk of England from 
those by Public l^epai tnients. Since the separation was made^the 
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latter havc|ibecn shown to bo of large and varying amounts. Pre- 
sumably \Va}s and Moans Advaficos by, Public Dcpartmcilts mainly 
repiosent sum^ duo or past due to the spending departments from 
the Govornmwit, but pait may represent advances actuall%.made 
out of balances standing to their ciedit at the Bank'of England 
(under the heading of “ Public Deposits ”). % 

{(i) Financial 'authorities accustcuned to reading the meanings 
of tlie bre ad fluctua|»\fns m the Weekly Rrlurns of the Bank of 
•“England have suggested thjat m the method of accounting m the 
l)f)oks of the Bank of England for spare balances boi rowed from 
other banks, wlucli has so far not been disclosed, mij^y be found 
an explanation of several otlu-rwise inexplicable inoveiVi-nts that 
look place m the items of the Weekly Returns of the Bank of 
England during the issue of the 5 pei Cent. War Loan (12th Jan - 
16lh Feb , 1917), apd for several wgeks after. 

The Economist, m its special banking issue of 19th May, 1917, 
made the following interesting comment lelative to Ihe 
interpretation of recent, Bank Returns — 

The fiiiure^ published weekly 1)\ tlic Ikuik of iFni;kuid are at all liiiu s full 
of snares for the nnw.irv iii\( ^tia lUir, and aie more so than (‘\er in ^Yar tiiiu', 
uwiny to the \erv tomplKatMl bu'-inaos that has to b(> dom by the J'ank, 
and the con^e<juent tro^s ciiirinU that an* tom csiled btlund the iiia: ti< iilate 
reticence of the items in its 10 turn \ fresh < onifilic.ition has been inlrodurcd 
during the \car under rrvKw b\ the inauguration of the s\stem by which 
the Bank of England borrows fr(aTi the oth( r banks In old times, when the 
Ikink borrowici, it deduct* d J.h* '^um so tskeii fi*un its secuiities on one side 
nnd its (lejV)'iits *)!! the other If, as is pr* sumribK the case, it do* s so slill, 
there is <in unknovsn factor which makes the ligures luoie than (vtu a pii//h\ 
since it 1:5 in thf‘ )if>w(r *>( the othet b.inks at aiu tim* 'lo iiure.ise them on 
*both suh s by talking 1h* ir inone\ bud: Any lutuo' hntnri.in who nhts to*> 
closely **n the BankS rigni<'> foi infornV.dion is thus likely to Hound* r up. 
to his neck , ‘ 

» *■ r ^ 

It IS usual for Government boiiowmgs from tin* Bank of England 
to be reflected m a corresponding mcivase m tlie item “ Govern- 
ment Securities,” but no siieli movemerp can b*^ delected on account 
(ji G<yvernmei!t bijrruwmgs **1 bankeis' spare Iralanci's. It appears 
probable 1ha? tjie system of at counting for borrowings of bankers' 
spare 4 ?xil^n(es was so aiiangi*! as not to im lease the deposit 
liabilities of the BankVf Engl.m*! and ledihc its penentage reserve. 
If the Government boriowid, say, /)5, 000, 000 weekly from tlu' Joint 
/Stock J^anks fhiougli the ry'-dnun of the Bank of Engl.ind, lepay- 
able at shor? pciiocl^, and ramtmiiously disbursed such bonowmgs, 
neither “Other Deposits” nor ” ikiblic Deposits” ,m the 
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Weekly Retufns of the Bank of E^igland need nccessaAly disclose 
the transactions. The series of transactions mighj be as follows : 
Bankers’ balances debited £5,000,000, Public Deposits credited 
£5,00O?000, and memomndum of loan made in fiook^ of Bank of 
England. * After disbursement. Bankers’ balances credited 
£5,000,^0 and Public Deposits •debited £5,0di),000. This cycle 
cfi'uld be repcaU^d as often as .agreed upon by the Government, 
the Bank of England, ^and the Joint Stock ^nks. 

8. If reference be made to the confined balance sheet already 
shown, it will be observed that the cash reserves of the Joiifl; 
Slock Bankf are given under ihc heading “ Cash in hand, at Bank 
of hhiglartll, etc.” Ii^ the abbreviation, ” etc ,” is .to be found 
a further explan at fon of part of the great increase in the S0;called 
cash reserves of the Joint Stock Banks since 1913 This mystic 
^ord represents what is known 4iy bank accounfants as the ” hodge 
po(ige ” in making up balance sheets c t any time. Generally speak- 
ing, the word does not appear on. balance sheets, the expression 
” Cash m . md ” being intended to inckuVa its sins. ” Etc.” has 
increased co,' iderably sufee 1913, mainly owing to the influence of 
the great rise m prices. In the case of the large banks it mainly 
represents balances with, and cheques in couise of collection on, 
other banks in tlie United Kingdom, and cheques, drafts, etc., in 
transit, and may be looked upon as cash in the course of a few 
days. Following a recommendation maae l)y the Committee on 
(hirrency and Foreign Exchanges after the \^'ar, in tlieir interim 
report published on 29th October, 1918, several of the largei banks* 
ore now showing this jmportant item sepaiately on their balance 
sheets (Imt not to the detailed extent siiggestedi^y the Committee) 
fn the case of one large bank, at 3dst December, 1920, the item 
represented about 26 per cent, of ^hc wconqiosite ca.^fli amqunt, in 
the case of another bank about 17 pc/ cent Tlic^great rise in 
prices since 1915 naturally caused the banks to» qjerease Ihefl' 
balances with other banks for clearing and agenc\’* purp^ises, and 
also causecUa considerable increase m the a^^Tcgatc fact: afti^unt 
of cFeques in course of collection and tiaiisit. It is possible, 
thougli not probable, tliat son^' banks include; the .above-named , 
item under the heading ” Money at call aiul at short ^notice!” * 

The followinp^ particfilais relating to tlie eidi mated amount of 
currency in circulTition, gml also hektt by the banks, were given 
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by the Chrfiiman (the Right Hon. R. McKenna) of the London 
Joint City & Midland Bank, Limited, hi the course of his address 
to the sharehdhters at the annual meeting of the Bank held on 
29th Januar}^ 1920— 

It IS estimated that in 1914 the total amount of currency in circulation, 
i e. gold, silver, coppe'i coin, and bank notes, was ;^1 28,000,000, Tins figure 
represents the tota^ amount of currency held by the public, but does not 
include currency held by the banks To-day the corresponding figure y 
estimated at ;^393,000,(^^, an mcrease of ;^265, 030,000, or 207 per cent 
, As I am giving these figures I may as well state here that the estimated 
amount of currency held by th# banks in 1914 was /75, 000, 000, and in 1919 
;^i91, 000,000, an increase of 116,000,000, or 154 per cent. 

Presumably the above figures refer to currency at 31sv December, 
1913, or 30th June, 1914, and 31st December, 1919, 

Summing up m the matter of Joint Stock Bank cash reserves, 
the great increase in such reserves since 1913 is to be accounted 
for by expansion of Credit by the Bank of England and the ultimate 
transfer of the major part of it to the accounts of the Joint Stock 
Banks at the Bank of England, possibly the borrowings by the 
Government of bankers’ spare balances and subsequent disburse- 
ment of such borrowings, the building upbf additional legal tender 
reserves m hand by the Joint Stock Banks in the form of furiency 
Xotis and Currency Note Certificates (and the u-^e by the Govern- 
ment of the credit thereby created) and Bank of England Notes, 
and increases in various other items generally considered as cash 
and referred to above iih paragraph 8. No part of the increase 
has been due to excess deposit over withdiaw^l of legal tender 
'by customers of Joint Stock Banks, for, on the contiary, there 
was an almost continuous absorptK»n of legaj temh'r by the public* 
since the commencebnent of the war, and up b> about July, 1920, 
owing to rapidly increasing commodity piici's and wages. 

The ivcrease of £69,000,000 iii the casfl reserves of the Joint Stock 
Banks during^ the year 191^ is accounted for by the mcrease in the 
liability “ Deposits ” of the Bank of England, and the 

j^dition [m the form of Currency Nhdes) of many millions to the 
legal ttmclfr in hand Jiy the Joint Stock J3anks, during that year. 
The very small increase of £3,(300,000 in the cash reserves during 
,thc yeai 1915^ is accounted* for by, a decrease of many millions in 
* " Oth(?r Deposits " at the ‘Bank of England, and the addition of 
lesser millions to the legal tender m haiid by file Joint Stock 
Banks, during that year. The great 'increase ‘of £95,006-, 000 in 
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the cash reserves of the Joint Stock Banks during t^c year 1916, 
and pai*c of the increase £54,000,000 during the year 1918, may 
be mainly accounted for by Government borrcAwngs of bankers’ 
spa'^'g balances, and the addition (in the form oi Cuyency Notes) of 
many miHions to the legal tender in hand by the Joint Stock Banks, 
dunii^*tlu)sc years. Part of the increases foi* these years was due 
to an incrcy,se^ m " Otlier Deposits at the Bank of England. The 
increase of £49,000,000 for the year*1919«i^ accounted for by the 
Joint Stock Banks omitting to rene^ maturing Treasury Bills at; 
the end of tlie year (an action the Government had to meet^by 
means of JiVa^^s and Means Advances), and an addition to Currency 
NoU'^ yi hand. Increases m vaiious other items, usually con- 
sidered as casli luf/ the banks, and already referred to, also accounted 
for some paj 1 of the inciease in cash reserves since 1913. * 

• • 

Money at Call and at Short Notice 

The following table shows tho annual vaiiations m the amount 
of Moncv at Call and at Short Notice*since 1913 — 


Monkv at ('all and at Shori Nottck 


L vHst December ' 

Amount 

[ Increase 

1914 

£ 

122,000,000 

1 £ 

' 24,000,000 (decrease) 

1915 

101,000,000 

^ 21,000,000 (decrease) 

19 US 

140,000,000 

39.000,000 

1917 . . 

215,000,000 

75,000,000 

191S 

25(^000,000 

41,000,000 

1919 

17^000,000 

, 85,000,000 (decrease) 

« 

• Increase l^r 

9 

siK years p 

/ 25,(400,000 


As already stated, when discu^sing,the subject of Cash' Reserves, 
banks do not m all cases separate “ Cash m hand*and at Barjc of 
England" from "Money at Call and at Short* >^ot ice." In tlie 
above table an adjustment has been made for each ye^r on 'the 
assumption that the Experience of bank^*that do separat'h these 
ifems, one frcmi the other, is thal^oi all the banks. Reference to 
the combined balance sheet already |dven, m fhe fi^ires of ^liich Hie 
above mentioned acyuslmcnt is noJmade, shows tflat the increase 
for the six yeaj;-s 1914-1919 in thc/‘ Money at Call and at Short 
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Notice ” IS 839, 000, about the same amouii I as tliat sliown in 
the table on page 87 where an adjuslpient has been made for 
each year 

The decrease of Q5, 000, 000 in “ Money at Call and at ^l^ort 
Notice for the two years ending 31st December, 1915, was due to 
the stagnant state of the bill market and short loan fund gent;rally. 
Apart from the desire of the banks during these twT; years to 
augment their balances^s,^ the Bank of Englaiid/as much as pc^ssible, 
there was a reduced demand^for short loans as a ccaisequcnce of 
wai^ conciitions. 

The great increase of £155,000,000 for the three yc'ais iiHiing 31st 
December, 1918, was undoubtedly due in the main to the system 
under which the Government through the mediun. of the Bank of 
England "borrowed, since the commencement of 1916, the spare 
balances of other banks at fixed lates of inteiest fo^ siiort and 
varying periods, fins matter w'as fully explained when discussing 
the reasons for the increase of tie' Cash Kosaves of the banks 
during the war. The cycle of traiiMtas wa^ : (1) The banks iikiced 
part of then spare balances at the Bank of Fngland at the disposal 
of the Government (2) The Govirnment imiiKdiately disbursed 
this credit. (3) flie drafts di.iwn by the Go\'einment were, m the 
•main, paid into the Joint Sto( k Banks by th(‘ir own ( iistomers 
(4) The drafts so paid in were sent by the Joint Stock 
Banks to the Bank of England to credit of their own balances 
Net result : Kehabilit.ition of bankers' balaiic* - at Bank of England, 
T)ut increase of “ M(>ney at Call and at Short N( iicv " 

The decrease of £85,000,000 for the ytai 1919 in “ Money at Call 
and at Short Notice "^niay bc^ wdioVy (>t mainly accounted for by 
the Government ceasing, as from 22pd Jnl\, 1919, to borrow 
bankers' spare ^lalances through the medium of the Bank of 
England. • •* '' 

-'IfjliG.amount'of Money at fall and at Shoit Not'u lie added to 
Cash in hand anfl ^t Bank of England, the mciease is £296,000,000 
for ^he sjx ^ears 1914-1919, accoiding to the figuns that have 
already^ been given for*the items corisiderehl separately. If the 
figures be taken from tin* aggiTgate balance sheet compiled by 
The Economist, tlft* inci^-ase is £^^B,000,f)00, which amiaint represents 
an increase of exactly 100 per J'ent on the amf^mit of £^293,000,000 
at 31st December, 191^.' Part W the difhrvnce betv\,een the figures 
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taken ixom*The Statist and The Economist is due t((i the former 
including and the latter, omitt'ing in their combined balance 
sheet the figures of the Yorkshire Penny Banlsf tnd those of the 
CoH^^ierative Wliolesalc Society Bank. 

Investments ^ 

The follo\ving table shows the annual vaiid1;i(>ns in the amount 
*of Investments liehH^y the banks smce - 

Invi.sim i:n«s 


At .11 ,M 

''cccmln'i* Amount 

1 urro.is 

_ 

• 

1 

/ 

1914 

'J4 1,7411, 000 

30, ii' 8,000 

191.S 

441,()52.(tOO 

199,310,000 

191(1 

48(S,6B0,000 

4,392,000 1 

194 7 

4:11,902.000 

4.098,000 ( 

1918 • 

510.«80,0()0 

78 m 8, ()(.() 

1919 

000,035,000 

. 89 , 155,000 


InruMsc' for six yc.it#-. 

/. 589 , 101, ()()() 


• • 


The banks are known to have subsciibed diiectly to the various 
War Loans close on £400,000,000 ; possibly some part of this 
amount repiescnts sub'.criptions by banks which arc not British 
liome banks, but banks with London ofiLes operating m foreign 
and c(donial countries. To the first l^an, issued m 1914, bank 
suliscnptions arc said to have amounted to nearly £100,000,000 ; 
to the second iJan, issued in 1915, to about £200,000,000 ; and t^ i 
th(^ fourth loan, issued m 1949, to £lll,0t)0,000 The third loan 
inchuk'd po direct stibscription# from the bajiks. The first, third 
(excepting that part on\vhi 4 :h Income Tax was compounded), and 
fourth loans were issued at a discount. No est inline can be given 
of the amount subscribed by llanC^ to Exchequer Bonds and 
National War Bonds, but it must be relatively •small I# tj^eir 
aggregate subsciiptions to War Loans. The Joiiif Sfock Banks are 
known to have disposed of, during the war, the grea1:er^part*of 
the foreign and Colonu^l investments 1he>'*1ield at the commence- 
mfnt of the war, m snjiport cl the Government scheme for 
the mobilization of foreign and col^ial secufities.* ^ • 

A few banl'^s incluje Treasury Bill under the heaTlmg “ Invest- 
ment‘s/' instcacL of undar the lieacJng “ Bills Discounted," but 
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such practice^lias diminished with the progress of the anjalgamation 
movement. ^ 

According to The Economist, the increase during the six years 
1914-1919 in tl^e amount of Investments held by the British home 
banks was ;(4 11,000,000. 

- Bills Discounted 

The following table - hows the annual varied ions m the amount 
outstanding of bills (.hscoiinted since 1913— 


At 31st Deci mh i 


ImuMsc 



£ 

1 V 

1914 

I (SI, 0(10.000 

7, oho, 000 (deciease) 

1915 

127,000,000 

34, 000, ()()() (ilccrease) 

i91H 

. ■ 2.37,000,000 

no.ooo.ooo 

1917 

3(S8, 000.000 

131,()()0.(KH) 

1918 

444,000,000 

7(3,O()(»,0()() 

1919 

. 1 37(>,()00.000 

{>8,000,000 (deue.is() 


Increase for si\ uai'- . 

' >2ns.000,000 


Bank^ do not in all cases separate “ Bills Disccjiinted " from 
“ Advances.’' In the above table an adjustment has beiui made 
• for each year on the asMimption lh<it the exjioiienn' of banks 
that do separate these it<uns, one fnnn the other, is that of all 
the banks. When no such adjustment is made, the increase m bills 
discounted for the six year-. 1914-1919 appenrs as £225,000,000, 

, which amount is £17,000,000 moie than the increase shown m the 
above table. A few banks include Treasury bills under the heading 
“ Investments," but such practice has diminished with tlie progress 
of the amalgamation movement. 

The decrease of £41,000,000 in bills (hv.uunted fm the two years 
ending 31-st December, 1915, wes obviously due to the drastic 
curtailment <;f koine and haeign trade due to war conditions. The 
increase of £319,000,000 h>r the thru- year.', ending 31st December, 
1918, rnay^be attributed wholly to bank purchases of Treasury 
bills. ‘The aTiount of IV-asury bills outstanding on 31st December, 
1918, was £1,094,740,000. l]u/nig 1919 theie was a consideral^e 
increase in tlicamohnl of im^cantne and bank bills purchased, 
following the Fe-<;stabhshmen| of home and f^/reign t/ade at prices 
considerably higher tfian tlale ruling prior to tl^e war. During 
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this year, however, particularly towards its close, the^banks omitted 
to renew a large amount^ of mafunng Treasury Bills, and the effect 
of such omission, as the above table shows, wai §. net reduction of 
£6S,000,000 in the amount of all classes of biils. ^ 



Advances 

• 

The foUo\Ying table shows the annual vacations m the amount 

outstanding ad\%nccs 

since 1913r— 

AoVANC^iS 

• 

D(.‘ceinl*or 

Amount 

Incrcaso 

• 

i 

' / 

1914 • . 

566,000,000 

60.000,000 

1915 

498,000,000 

68,000,000 (decrease) 

1916 

471^000, OOO 

2(S,000,000 (decrease) 

•1917 

549,000,000 

77,000,000 

19 fs 

(SI 5,000,000 

()«, 000,000 

1919 

1,007,000,00 1 1 

692.000,000 

I net ease fo; 

1 si\ \’^‘ars . I 

/50 1,000,000 


As previously stated, when discussing the subject of bills dis- 
counled, banks do not in all cases separate the amount of bills 
discounted from the amount of outstanding advances. In tl>e 
above table an adjustment has been made foi each year on the 
assumption that the experience of l^aks that do separate these 
items, one from the other, is that of all the banks. When no such 
adjustment is made, the increase in the amount of advances^fi>r 
the SIX years 1914-1919 iPppears as £484,000,000, which amount 
is £17.000,000 les^ than the increase showp m the above table. 

The increase of £35,000,000 in the amount of advances for the 
year 1914 was paitly t.lue to advances made ly 1914, before the 
commencement of the \var in ’Au^ist of that y(\ar, atid partly to 
advances made after the outbreak of the war 1.o custoauer^ who 


were feeling financial pressure owing to non-receiJ)t of sums due to 
them ^om both home and abroad, in the latter case o^ing to the 
brcakd(;wn of the foreign exchanges, alTd also to certaift of their 

enemies of this country. The 
o year^cndibg 31st^Decerrtber, « 
:onditions broiTght about by the 
lecoinc the largest trader m the 


foreign debtors having becomi 
decrease of £64,000,000 for 
1916, was due to Uie fact that 
war had made the Gevernment 


)ecoml ei 
)r the^r 
that th(l( 
nment lei 
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country. Government debts displaced to a considerable extent 
ordinary trade debts. Momn’er, there was a considerable falling off 
m certain direction^ of foreign trade, so far as the ordinary trader 
was concerned. ^ ^ 

The increase of ;f77,000,000 in the amount of advances during 
the year 1917 was due tO the very large amount of advances m^.de 
by the banks to customers to enable them to subscribe to the great 
War Loan issued at the c^^Jimeiicenient of tliat year. The increase 
of £66,000,000 during the year 1^18 may be atti ibuted to the rapidly 
increasing commodity prices compelling traders and others to 
seek additional accommodation from the banks, notwitln landing 
large trading profits. In many cases traders \\(Te driven tc seek 
loans because m a spirit of patriotism they had m the year 1917 
applied too great a proportion of their liquid resources to sub- 
scribing to the War Li^an of that year, underestimating the rise 
in commodity prices tliat was to follow'. 

The unprecedented increase of ;f392,000,000 in the amount of 
advances during the year 1919 was due to the revival of home and 
foreign trade after tlie conclusion of peace, at rapidly increasing 
prices and cost of labour, manufacturing and tiading concerns 
requiring considerably more floating capital to run their businesses 
than they did in pie-war times. Congestion of transport and 
speculation were also contributing factors. The year 1920 opened 
with all tiiese causes in full (operation, a boom in new issues, and 
only by the imposition of the 7 per cent. Bank Rate, on 15th April, 
was^a salutary check given to further inflation. About this time 
the banks began to refuse all new eftanands for advances for 
purposes otjier than for, nec(‘ssry y totde, and called m soiiki out- 
standing loans wdiich were being employed in unduly withholding 
stocks from the nvirkets, or in oAier specfilative channels. The 
banks had af last recognized thc‘’artifK lal ('ash basis of the enormous 
amoui^ 01 ^ bank cfedit created during the war, and the hr reusing 
danger of any fu?tl^er inflation. 

If the a^oh^t of bills discounted be added to the amount of 
advances, the increase is /709,000,i)00 for the six years 1914-1919, 
acc(jrding to the figures that havetjilready been given for the items 
“'considered ,,separately. If the ^-gures be taken from the aggre- 
gate balance sheet compelled by The Economisi, the ‘increase is 
£683,000,000. According to The zonomvsi, tlfc amount outstanding 
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at 31st December, 1913, was ^683,000,000, so the increase for six 
years is exactly 100 per sent. It is an interesting coincidence that 
Cash in Hand, at Bank of Iingland, Money af Call, and at Short 
Notice, added together, also increased exactl 3 f 10(i per cent during 
the same period. Part of the difference between the figures taken 
froinTAc Statist and The Ecoy,oinist is due tt) the former including 
and the lattkT omitting, in yie combined bafaitce sheet, the figures 
of the Yorkshire *Penny Bank ahd tlf^e of the Co-operative 
Wholesale Society Bank # 

So far the change's in the Joint vStock Bank position haveiieen 
considcrtd between the period 31st December, 1913, and 31st 
Decen^er, 1919. (*hi the next two pages there are given combined 
balance sheets* showing the position at 31st December, 1920, 
compared with that at 31st December, 1919 

'I'able A* shows the follwing mam changes m liabilities during 
Dlic twelve months— 

1. A satisfactory increase of over £22,000,000 in capital paid-up 
and rc '^rve funds iCirt of the nic^ease in capital represents 
duphcai'<,n through bank purclhise of the shares of other banks. 

2 A reduction of over £48,000,000 m acceptances on behalf of 
customers This reduction was due to the slump m trade, which 
commenced about July, 1920, and the gieat fall m wTolesal^ 
commodity pricers, which commenced in April, 1920 

3. An increase of about £150,000,0% m the aggregate of credit 
lialanccs, whi^h the table of assets clearly proves to have been due 
to further credit expansion • • 

Table C show’s the follow^ing mam changes in assets'durmg the 
twelve months — , * , • ^ 

1. A reduction of £47,000,000 in investments This decrease 

was due to redin'ed hoTdings of investments and sums written off 
for depreciation. . / * 

2. An increase of £7vS,000,000 in bills discoufitcd, presumably 
due to increnscd holdings of Treasury BilK, for, the slump in trade 
and gr^at fall in wholesale prices duriiijg 1920 prybaUf^ caused 
some reduction m holdings of trade bills. 

3. And an increase’ of 040,0^,000 in advances. This large 
net increase wxis due to furtherVxpaiision m credit during *thc 
first six mofiths of* 1920. Durin^the las^ six months of the year 
ad^fances diminish c(^ Out the b.fiks were unable to effect any 
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Combined ^^alance Sheet of the Banks of the United Kingdom 
(Exclusive of the Bank of England) 1920 and 1919 

[Compiled hy Statist,” and published in its issues dated 2\st 

May, 1921, and \5th May, 1920) 

Table A. Liabiliiifs 



1920 

' % of 
Total 

1919 

% of 
Total 

> 

Increase + 
Decrease - 

Capital paid up 

£ 

92,844,000 3 2 

£ 

77,155,000 

2 8 

£ 

1- 15,689,000 

Resefve funds . 

71.334,000 2-5 

64,398,000 

2-3 

4- 6,936,000 

Total 

164.178.000 5 7 

141,553.000 

5-1 

4- ^2,625,000 

Notes in circula- 
tion 

54.255.000 1 9 

57,413,000 

”A 

- 3,158,000 

Acceptance-i . . 

, 112,453,000, 3-9 

161.095,000 

5 8 

- 48.642,000 

Deposit, Current 
& other acc’ts. 

1 

2.549.238.000 1 88-2 

2,398,831,000 

86-7 

4-150.457,000 

Profit balance , 

8,917,000 1 -3 

'8,159,000 

•3 

758,000 

Total Liabilities 

2,889,091,000 100 0 

2.767,051,000 

100 0 

4-122.040,000 

Table B 

1 

Assers 

■ 1920 

• 1919 



1 

of 

Total 


% of 
Total 

Increase -f 
Decrease - 

1 

£ 

£ 

1 

£ 

Cash in hand, at I 
Bank of Eng- i 
land, etc . 

"a 

440,743,000 15 3 

443,538,000 

16 0 

- 2,795.000 

iWo-iey at Call and 
at short notice^ 1 

153.098.000 5-3 

1:0,594,000 

5-5 

f 2.504,000 

Investments . , 

552,671.000 1 I9'I , 

600,035,000 

21 7 , 

- 17,364,000 

Bills discoui;' tod * 

415,872.000' 14-4 1 

‘ 361,722,000-' 

13 2 ■ 

4- 51.150.000 

Advances 

1.182,816.000! 40-9, 

1,018,476,0002 

36 8 : 

1 164,340,000 

Liability of Gusto- 
mers for Accep- 
tances . , 

# 

1 12,453,000 ! 3 9 

t 

161,095,000 ' 

1 

1 

5 8 

- 48,642,000 

Bank premises, etc' 

31,438.000! "M 

t 1 

28,591,000 

1 0 ' 

(- 2,847.000 

Total Assets . 09 1,000 100 0 

2,767.051,000 

100 0 ! 

1 

f 122,040,000 


1 Wheij‘shot,n separately^ Bankers do nut in, all cases separate tlicir 
cash from their call loans or their bills discounted from their advances 
For the two years dealt with, howeye/^ the practice of the individual bank:* 
(paiticularly m regard to l^c separatv^ ri of qash in hand from money at call 
and short notice) has only varied inJtw instances 

» These amount’s should really \t ;(;346,658,000 and 1,036, 540, 000, The 
Statist in its summanzationtof balanf e sheets having inhdverterltly placed an 
amount of ^18,064,000 m the wrong Yfolumn. • 
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considerable reduction on account of financial difficulties of cus- 
tomers, wlio licld large stocks of more or less unsaleable high-priced 
goods, received numerous cancellations of ordcA*from home and 
abroad, and who felt severe financial strain fronw non-receipt or 
delay in feceipt of expected inland and foreign remittances. The 
net i^drease m advances, notwithstanding tllfe great fall in prices 
which would .normally caus^ a reduced de Aatid for credit and 
automatic reduction* in bank advaitces, f^^arly proves that the 
banks well supported their customer^ during the semi-crisis year 
1920, and did not atUmipt to enforce compulsory deflation, exq^ipt 
in cases *vl)erc loans were employed in speculative directions. 
At all limes when tjiere is stickiness m the usual normal flow of 
credit, there is if tendency for bank advances to increase. 

In the following table of Assets it has been assumed that the 
expi'i'iencc of banks that sepijrate on their bajance sheets “ Cash in 
hand and at Hank of Jmgland ” from “ Money at Call and at 
Short Notice,’’ and “ Bills Discounted ” from ‘‘ Advances," the 
one from Hie olhei , is that of all the barj<s, and the amounts have 
been app( loned on this basis — 

Combined Balance vSheet of the Banks of the United Kingdom 
(Exclusive of the Bank of England), 1920 and 1919 

{For Liabilities see Table A on ptecedtng page) 

Table C. Assets * 


' 1920 « 1919 — • 



i 

• 

'% of 
T»tal 

• • 

% of 

1 lotal 

1 

Increase -f 

1 Decrease - 

• 

Cash m hand, at 
Bank of Eng- 

£ V 

• 

• 

• 

• £ 

• 

# £ 

land, etc 

Money at Call and 

420,000,000 

14-6 

#423,000/: HI 

1 i:>. > 

• 

- 3,000,000 

• * 

at Short Notice . 

174,000,000 

60 

171,000,000 

• 0-2 . 

+ 3,000.000 

Investments 

1 553,000.000 

191 

1 600,000,000 

..-1-7 , 

- 47,000,000 

Bills discounted 

451,000.000 

15 6 

376,000.000 

1 13 6 

75,000,000 

Advances • . 
Liability of cus- 
ttimers for accep- 

1.147,CM)0.000 

39-7 

( 

1 1.007.(p).000 

i 

36-4« 

-f itfl^OOO.OOO 

tances . 

112,000,000' 

k 3 91 

i 161,000,000 

,5-8 

- 49,000,0^)0 

Bank premises, &c 

32,000,000 

M 

^ 29,000,000 

1 

-b .3,000,000 

Total Assets*. 

• 

2,888.000.000 1 

- 1 

100-0 

1,767,00(^000 

t— — ! 

100-0 

+ 122,000,000 
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The follov'iiitr I able shows tlie f^cncral tendency of the banking 
position between Kt January-31st May, 1921, llic figures sum- 
marized for mf.e^' Joint vStock Ikinks representing about 70 per 
cent, of the +ota^ banking resources of tlie United Kingdom 
(exchisne of tlie Bank of luiglantl) 

Nine English Joint Stock Banks 
[M ilhon £’s) 


WEEKLY AVERAGES 



Dec 31, 

fan , 

Feb, 

^^a^ch, 

Apnl, 

1 May, 


1920 

1921 

1921 

1921 

1921 

! 1921 

Paid up capital and reserve 

ll.SO 

ILS 4 

115 6 

115 6 

' 115 6 

, 115 8 

Acceptances 

87 9 

88 4 

77 5 

69 4 

! 63 0 

1 63 0 

Deposits (including u/i- 


<' 





divided protits) 

18016 

1810 1 

1754 \ 

1715 0 , 

, 1709 9 

1729-3 

Total 

2007 .5 

20J3 9 

1917 5 

1900 0 

1888 5 

]9()s 1 

Cash in hand, at Bank of 







England, etc 

304 I 

256 2 

247 4 ' 

214 8 

249 6 

2S() 3 

Money at call and at short 







notice .... 

1130 

98 9 

87 9 

82 6 

91 9 

96-5 

Invfstmcntb .... 

339 1 

341-3 

340 0 

336 1 

333 7 

331-2 

BilK discrnintcd 

206 3 

361 9 

328 9 

282 I 

275 I 

3n4 0 

I/ians and arhanecs 

845* 1 

845 1 

843 5 

862 6 

852-2 

839 9 

Liability of cu^tonuns for 







acceptanct s 

n 9 

88 4 

77 5 

69 4 

63 0 

63 0 

Bank premises, etc . 

22 0 

22 I 

22 3 

22 4 

23 0 

23 2 


2007 S 

2013 9 

19 47 5 

1900 0 

1888 5 

1908 1 

• • 








From the above tabh; it will hv ol"aTV('d th.it tlu' amount ol 


acceptances coi^^tiniies to diminish, for reasons already stated. 
There is sHown a reduction iruJianK habili.tu-s on di jio^it and current 
accyun^, reflecfing, in the main, pt'r contra, ndiution in the casli 
reserves ami irf money at (all and at short notui', dm' to causes 
over wJi^ihlhe bank', had no (ontrol Tnvestmenls ‘^ho\Y a small 
reduction. ^3ill^ discouTited show a m't imreas(‘, but loans and 
advancf's a shglit decrfase ‘'U e figures dearly prove that, ncit- 
v^thstai^ding tlfe rccfuction p ca<^h resouices and in mom-y at 
call and at short noticj;, the h nks continued to afford eonsideiable 
support to tlien custraners iiLa difficult ptnod. 
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The i^sumption of the publioation of monthly balance sheets 
by the larger banks commenced in February, 192i*and the figures, 
it IS to be noted, are now based on weekly averages, a recom- 
mendation made by the Committee on Currency and Foreign 
Exchanges after the War, in their interim ^^epor^ published on 
29lh October, 1918 

{c) vS A VINOS Banks"* 

The table given on the next page* shows, at yearly iifterv^s, 
the liabilitu's of the (•/overnrieiit on Savings Bank Account since 
the outbi(*ik of tli(' recent war, monthly figures being given for 
the year* 1914 to^prdv'e that the outbreak of war had very little 
effect on vSaviiigs Bank deposits. It will be observed frem the 
table that, during the first two months of the war Savings Bank 
■depc^sits showed a tendeiu y fo dechm . the actual decrease from 
Util July to 5th Septianber being about £5,300,000, icpresenting a 
little ovei 2 per cent, of the ac(*iimulated funds. This decrease 
cannot all( ■ ther b(‘ attributed to thC outbreak of war, for the 
holiday months, July and August, arc generally bad months for 
Savings Banks. From October to December the deposits remained 
about stationaiy, a slight mcri'ase being recorded, but the figures 
include £729,691 interest ci edited on 20th November (for the past 
six months) to the Fund for the Banks for ^vings. 

At 2nd July, 1921, the amount standing to the credit of the 
Trustee Savings-Banks was £72,533,116, the Post Office Savings^ 
Bank £272,217,296, total £344,750,412, or £2,737,396 mare than*" 
• at 3 1 St July. 1920 . 

The first* War Loan, which bears 3i*per ci'ut. interest, luid was 
issued dmiiig 17tli-24th Novembei* 1914, at £95 per cent., had 
no discernible effect on Savings Ba*ik deposits, but the appearance 
of the second loan, which bears 4| per cent, interest, iwid was issued 
during 21st June — 10th July, 1915, at par, piocfluf^d a marked 
effect on such deposits. Concurrently with the iss*uc of*the pros- 
pectus, anch whilst the application lists renitkhied open, ^ide^read 
appeals to patriotism weie made b}.l extensive Press support and 
advertisements. Many of the ifdvert^ments were ^Kiwerful direct* 
appeals to women to subscribe to tl^ loan, and thift help their 
fighting C(juntrymen. *Thc effect of Miis pufilicity campaign on 
Savings* Banks was shown by a dccnlisc of about £20,000,000 in 

7 -^ 723 ) I % 
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Liabilit'iEs of hie Government on .Savings Bank Account 


At 

; Td'ul amount at the credit of 

Tnc Fund for ,,,, 
the B, inks for IherostOfhce 
Savings('^rustcc -iiiv 

Saving, Banks) F'""' 

Toted 

Increase F 
Decrease - 


t 



For 1 numth 

1914 

£ 

£ 

( 

£ 

Jan 24 . 

53,595,108 

188,781,224 

242,376,332 

-i 2,571.904 

Feb 2l . 

53.758.435 

189,396,492 

243,154,927 

F 778,595 

Mar 21 . 

53.904.592 

189.935,779 

213,840,371 

1 685,444 

April 18 

53,939,455 

190,652,680 

214,592,135 

' 751,764 

May IH . 

53,799,052 

190,748,413 

244,5 47,465 

44,670 

June 18 

54.549,025 

190,791,971 

2 45,340,996 

1- ' 793,531 

July 11 . 

54.482.781 

192,014,322 

246,527,103 

F 1.186,107 

Aug. d . 

52.979.463 

191.516,822 

244,496,285 

- 2,030,818 

Sept. 5 . 

52,786.574 

188,389,779 

241,176,353 

- 3,319.932 

Oct 3 . 

52,792,530 

188,280,044 

241,072,574 

- 103,779 

Oct 31 . 

52,935,990 

189,671.969 

2 42.607,959 

f 1,535,385 

Nov 28 . 

53,009.464 

190.286,806 

243,296.270 

1- 688,311 

Dec. 2b . 

53,344.415 

189,387,699 

242.732.1 14 

561,156 





i'or 1 year 

Aug 8, 1914 

52,979,463 

191.516,822 

2 44,496,235 

1 6.141.213 

„ 7. 1915 

50,371,832 

181.618,755 

232,020,587 

- 12 475,698 

,, 5. 1916 

52,232,866 

I‘»3,953,283 

246,186,1 49 

III, 165,562 

4, 1917 

48.716.324 

191,81 1,261 

243,527.538 

2,(>58,5('>1 

„ 3, 1918 

56,281,545 

220,655,438 

276,93(>,9S3 

: 33,109,395 

., 2, 1919 

68,422,709 

261,420,027 

329,842,736 

1 52,905,753 

July 31, 1920 

72,198,384 

269.814,632 

342.013,016 

! 12,170,280 

Increase for 





6 years . 

19,218,921 

78,297.810 

97,516,731 



The figures given in the above tal)le do n^)t represent the exact amounts due 
to depositors of the two classes of savings bank^ at the respective dates, but • 
are the pmounts which have lieen handed ov< r by thf* Savings Banks fi>r 
investment by the National D(;bt Commissioni'rs, in (:r)nformity with the 
Savings Banks Acts The Trustee Savings'' I^^anks kci p a small cash balance 
with local Joint Stock Banks and the Postmat.ter-CJeneral also keeps a small 
balance oft Savings Bank Accoiint tc^mu t current withdrawals Ihese cash 
balances m bot^ cases are, however, usually h ss than 1 per cent of the 
lic^ilitTes to depositors, so the fluctuations in the liguies shown in the table 
may, therefore,* b^ takm as representative of the exjK nencc of the Savings 
Banks sincg the Commencement of the war I lu' figures for the Trustee 
Saving^’, Bar^s do not in any way include the’funds of the Special Investment 
Departments of the TrusAic Savings Banks, for the fiimls of such departments 
are not handed over to the Natioijal Debt ( onimissioners, but ate invested 
direct by the Trustees of the ba/ikr', subjn t to (ertain statutory restrictftuis, 
%nd largely in tftmporftry Goverr/^nent Lr)ans and in loial loans. 

I 

the aggregate funds cluringV he foiii weeks lltli July- 7 th August, 
1915. This d( crease I eprest nUd exactly^ J)(‘i (eid. ef the aggregate 
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Ifiinds at lOih July. By an interesting coincidence gt he Trustee 
^^^Savnigs Banks and the Pf^t Office Savings Bank both suffered a 
|likc proportionate decrease, the figures being tlpout ;f4,200 000 
I and ;tl5,900,000 respectively. There is evcr)^ reason to believe 
^that the main influence which made Savings Bank depositors 
subscr4be £20,000,000 to the second War Loan*was the widespread 
‘appeals io patriotism, and not the high rate •interest borne by 
the loan, 'flu' PostiifastiT-Geiieial, lit his m^iort foi the yeail915, 
made the following (oiiiment on the ejfeet of the 41 per cent. War 
Loan on the deposits of the Post Office Savings Bank : “ It#is 
notewoilh;^ that the diversion of large sums of money into War 
Loans ai^d Exeliecpier Bonds has had little effect upon deposits 
in the Post Officf Savings Bank. In June and July, 1915, when 
the lists for the 41 per cent, loan remained open, withdrawals 
exceedi'd the jiormal by £18,000,000 ; and in Ji^nuary and February, 
1916, when the 5 per cent. Excliequri Bonds were launched, there 
was some furtlu'r diversion, but only of comparatively small 
amounts ' * ^ 

Not withsL Haling the* outbreak of wai and withdrawals for 
investment in the hist two Wai Loans, vSavings Bank funds only 
decreast'd by about £12,500,000 during the hist year of the war. 
The following yem tins decrease was more than made up by an 
increase (4 about p4, 200, 000 for the year. 

A fuithei diani on Savings Bank deposit s^ras experienced during 
the issue of the third War Loan, the prospectus of which appeared 
on 12th January, 1917. Tins loan was divided into two parts 
a 5 per cent, loan issued at per cent., and a 4 per ernt. loan 
issued at par, with rncomc Tax*compoundcd.^ The lists for appli- 
cations closed on 16th February, 1917. Wlien giving detailed 
particulars of the stupeitdous success attending jtlie third War 
Loan to the House of Cpinmoift 014 26th February, l917, the 
Chancellor of the Exchectiier stated that, during the Wai^ Lgan 
campaign, special care had been taken not to jeifcourage with- 
drawals from the Savings Banks, with the result that^fhe^ with- 
drawals, m spite of the immense sum ra1?cd by the loan, were 
£6J000,000 less than in the 1915 Joan. Notwithstanding with- 
drawals for investment in tire thi^l War Loan,* Savings Bank 
funds only de«reased| about £2,600,(|00 durjiig the ^third year of 
the wv. 
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During tli^ year ('iiding 3id August, 1918, there was a substantial 
increase of about £33,400,000 in* Savings Bank funds, w5iich was 
followed by a sli’K greater inc rease of about £52,900,000 for the next 
year, and an .mcifase of idiout £12,200,000 for the year giding 
31st July, 1920. The fourth War Loan (the Victory Loan), which 
was issued dm mg «13th June-12th July, 1919, had no n\aterial 
influence on SavKi^ Bank deposits. The total increase for the 
six yenrs ending 3H^iJuly,’ 1920, was abont £97,500,000, or an 
average annual inciease of a[n)ut £16,200,000. Foi the ten pre-war 
yoars lb04-1913, the increase m Savings Bank deposits was about 
£43,000,000, or an aveiage annual increase of £4,30(1000. The 
great increase expeiieiiced during the three years ending 31st 
July, 1920, was due to two causes, partly to the* great increase in 
wages that took place dining thn period leaving the working 
classes with a gieatc;r margin for saving purposes, bpt‘ mainly to 
the removal, as from 31st December, 1915, of the statutory restric- 
tions on the amount of depcjsit by any one depositor. At tin' 
outbreak of vvai tlnie weie restiK’tions m operation on the amount 
of money that might be deposited by aijy one depositor in tlie 
Post Offi('e Savings Bank or a Trust((‘ Savings Bank ((J)idinarv 
Departmnit), the limits of deposit Ixang £50 annu.il and £200 
total. Tin Wai Loan (Supplement<d Provisions) Ad, 1915 (5 and 
6, Geo. 5, c. 93), provided, among othcT provisions, foi theremo\aI 
or alteiation tcmpoiari^y Uy an Order pi omulgated by the* Treasury 
of the limits of deposit m Savings Banks for a peiiod not longei 
ihan that of the duration of tlie war and six months thereaftet. 
In conformity with this proMsion, Mie Treasury made an Order, 
dated 31st Dcccinbcj-, 1915, renuA’ing for the peiiod of the wai 
and six months thereaftei the existinf^ restrictions on the amounts 
which might be; deposited by afly one d^ipositor in the Post Office 
and Trusfee Savings Bank^.^'Oif 20th May, 1920, a Savings Bank 
Act (10 and 14, (leo. 5, c. 12) w.e^ passed whicli prcjvided that 
there shall be t’o*]imit cm the* amount which may be received by a 
Saving^ B^fnk authority from any person by way of deposit, but 
made it lawful for the^reasur^ at any tiffic to limit the amount 
which may be received fronuaay person whatscjever, either in ahy 
(file year or m tlie ag^Tcgate. ^o fart restrictive order has been 
made by the Vieasur^. I ^ t 

The great increase in thc\iim(nint o4 Savings Bank deiposits 
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« • As a 

during tlje years 1918 and 1919, »otwithstanding the high ratet, and 

interest borne by the various War Loans and othergfgrms of Gove^^*^® 
ment borrowing, proves beyond all doubt — wlj^t has often bed an 
contended by those experienced in Savings Bank matters— tha^^ 
depositors attach more importance to securit^^ and the facilitiehin 
affordixi foi deposit and withdra\^al (including ^le^ssuc of a suitable'^ 
pass-book) thaA to tli^* rate of •interest Tly^ughout the war, and i 
since, the Savings Bank rate ot intiTest has lemaincd at the old ' 
and low rate of 2| per cent, per annum. On grounds of*equi^ 
to depositors, the rate*might have been temporarily raised to, say, 

3 per cent., in view of the much higlu*r rates derived by investment 
in War lyans, Exc^heqTier Bonds, National War Bonds, War Savings 
Certificates, and other foims of Government borrowing, and the 
publicly expressed desire of the Government that no excessive 
te'ansfeis theielo sliould be nia*de fiom Savings* Bank deposits. 

( d ) The Amai.gamaiton Movement 

Duiing th twenty years imm(*duitely prior to the war, about 
120 separate banks vvoie absorbid l:>y the process of amalgamation. 
After the outbreak (d war, foi a piaiod of ovei three years, there 
came a lull in the amalgamation movement, the larger banks, 
evidently m view of the uncertainty of the financial situation, 
deeming the better •policy to husband tlm^i^if own resources for all 
eventualities. 

In 1918, however, there came quite an epidemic of amalgamations, 
some of which were of a new ty|^. Pi lor to the war, amalgajnations 
took the f(jrrn of absorption of myie or less local banks by a larger 
ind moie widely-spread Joint Stock l?ank. At the end ol 1917, 

1 new type appeared- the^ union o^ one laige Joint Stock Bank 
with another similar bank. In Dticeinber of that year the amal- 
gamation of the London ^ South Western Bank# (Deposes at 
list December, 1917, ;f38,6(54,000) with the Lond(5n*& Provincial 
Bank (Deposits at 31st December, 1917, ;f35,962,000) Vas announced, 
ind also tlfc amalgamation of the Union .f^f London •& Smiths 
Bank (Deposits at 31st December, ‘ 1917, ;f62,818,000) with the 
SJational Piovincial Bank of Ertgland^JDeposit'f at 3Jst December,* 
1917, ;{1 12,597,0^00). In Febiuary,^ 19t8, two large anfelgamations 
vere announced; Pan's Bank (DeposHs at 3Tst December, 1917, 
,68,631,000) with tlie 4a)nd(,>ii Cuunty & Wt-slmnisiiT Bank 
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(Deposits at 31st December, 1617, £142,268,000) was announced 
on the 1st of^^ie month, and the London Joint Slock Bank 
(Deposits at 31st J)ecembei, 1917, £57,979,000) with the London 
City & Midland Bank (Dcpositb at 31st December, 1917, £220,552,000) 
on the 18th of tln^ month. (This latter proposed amalgamation 
was refiisi'd Treasury sanction until July, because it followed the 
announcement of the^LJiancullor of the Exchequei on 5th February 
that he proposed to appoint a Committee to consider the whole 
q^estidn of Bank Amalgamations.) During July, 1918, two further 
important amalgamations were announced — the London Provincial 
& South Western Baiik^ (Deposits at 31st December, 1917, 
£74,626,000) with Barclays Bank (Deposits at 31^t December, 1917, 
£129,068,000), and the Capital and Counties Bank (Deposits at 
31st December, 1917, £58,646,000) with Lloyds Bank (Deposits at 
31st December, 1917, £174,068,000). 

The amalgamation inovi'iiKMit of huge banks that ( ommenced 
m Deciinbei, 1917, aionsing feefrs in tin* (oinnuicial world of the 
establishment of a money ‘tiii^t, the Chiineolloi of the lixi In'quer, 
to allay these bars, annoiincod m the House of Coininons on 
Tuesday, 5th Maich, 1918, that a Committee had been appointed 
“to consider and report to what cxtint, if at all, amalgamations 
between banks imy affect prejudicially the interests of the industrial 
and mercantile comiH’njty, and whether it is aesirable that legisla- 
tion should be introduced to prohibit such amalgamations or to 
^provide safeguards under which they might continue to be per- 
mitted.'.' The Committee was con^osed chn fly of bankers, with, 
however, a suffu leiuly strong intusion of ordinal y business lepre- 
sentatives. All proposed amalgamation^ wrrr ludd up whilst the 
Committee was sitting. • 

On Tiuesday, 21st May',* 1918, tlie Coinmittc-e prescntc'd its 
I^ep(.at. Below ar»‘ given simic of the statements nf and ( onclusions 
come to by t‘hd Committee - 

Bank alfsorptums and amalgamations are, of course, no new phenomenon 
in thL coufitry About»J00 instances have ocuurred in the; p.id, nu)re than 
half of which have taken place iji the last 50 years In one or two cases 
arrangements made provisionally for amalgamations have been debated 
• by the oppositi^fm of iocal custoyners of^the bank which it was proposed to 
absorb*; but^ on the whole, banking jiolicy has gradually but steadily 
pursued the path of conscdidation ind absorption, and, until recently, the 

\ The London & I’rovincial and the lajftdon & South Weste-^n Banks 
had amalgamated only in the previous Deceibl^er - above 
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amalgamations effected have, generally speaking, been earned through 
without stirring up serious opposition or arousing public •interest. As a 
result, tlie number of private^ banks lias fallen from 37 to 6 since 1891, and 
the number of English Joint Slock Banks from 106 t(^ 34 during the same 
period * 

Several recent amalgamations, however, have undoubtedly provoked an 
unusual amount of interest, and have been seriously criticised in certain 
quarters This change in public opinion appears to be due mainly to the 
fact tiiat amalgamations have changed their type tind consist no longer in 
the absorption of a local bank by a farger <uid more widely spread Joint Stock 
Bank, but in the union of two J^Hiit Stock Bank% b?)th already possessing 
large funds and bran(51ics spread over wide#i^rca These two types of 
amalgamation differ very materially from one another, and arguments used 
to justify the foimcr type do not nccessai#ly apply to the latter ^ 

Thk Old Typic op^Amai r.A;viAiioN — A bsorption op Local Banks * 

BY A Larger and More Widelv-spreal Joint Stock Bank 
As mcTderii amalgaimitions are mainly of the new type, it is unnecessary 
for us to elaboratc^the various arguments used in connection with amalgama- 
tions of the older type Veiy briefly, what the aiguments amount to is that 
both the lycal (or more or less local) bank and the larger widely-spread bank 
secure to thoir customeis ciTtayi advantages of different kind, but that, 
like other institutions, eacli has also thi defi< is of its qualities Some 
■districts notably Lancashire and \oikslure- ha\e clung to their local 
banks But in most instances, amalg.imation schemes have been carried 
out witlioi . serious ditriculty, and rt mateiial haidshij) iiad resulted to the 
trade g<, nci ' ’y in tile districts affcctc'd, tlu'te would no doubt have been 
greater local opposition subsecpiiuit abs(>rption schemes, and new local 
banks would even have been opened 

The New Type op Amalgam vtion — Union op One Large 

Joint Stock IUnk with Anoiher Similar Bank . 

As regards the new type of amalgamation, the mam arguments laid before 
us in suppoit of th(f policy of amalgamation arc^is follows— 

(a) The cunvetnoice and gain to 'Iradc s^^'.id by an cxten^iion of Bank 
areas — Just as the large banks of the past securi'd certain advantages to 
trade by collcctnig dejiosits from parts of the country where they were not 
required, and placing them at the disposal of othd parts which stood in ngpd 
of advances, so it is claimed tha4 this process can bo earned still.furtlicr with 
advantage by amalgamating huge banks with one .mother 

This isMKi doubt trmg though, of course, the degree to wdiich an extension 
of area is ni fact secured by, amalgamiMmg banks differ'^ considerably in 
each case , 

There must come a point when the policy of substiluling one large bank 
for twai will usually mean a very sifiall ^xtcuision of area, if a#iy, and some 
reduction of compcUtion That point lia*s already Ixen leachcd in London, 
and IS being approached in a lew of the largest towns*wherc nl^st g)f the 
important competing banks aic aheady established * • 

It should be added that if both the amalg.imatiiig units have, before 
amalgamation, lent up to their full resources, home liade as*a wfwle cannot 
gam any mciease in accornmodation as a result«(tf the amalgafnatiorf Except 
»t the expense of «maller traders, large trade combines could not obtain larger 
advances in all Irom the con^yDined resources of the ainalgamatiou th.in 
they obtained from the separate banks befoie • • • 

(b) The argument from size — Numerous representations have* reached us 
to the effect tnat largtg banks arc better for traders, and particularly for Large 
traders, than small banks, because, wiUi their larger resoiiices, they can safely 
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make individual advances on a more generous scale. And it is argued that 
banks must groc/ now to keep pace with the growth in size of biTsiiie.ss houses 
generally, and to enable them to deal* wuth the demands of aftef-the-war 
trade both at home and abroad ‘ 

This IS an imporfent point Vanous Government Committees liavc drawn 
special attention to th(^ question of banking facilities after the war, amj it is 
very desirable that all possible steps sliould be taken to adapt the banking 
interest to the new position which will then arise. The point, however, 
with regard to the size pf banks is one of degree only, and it is .i qij'^stion 
whether the continued practice on the fart of exceptionally large firms of 
resorting to two or ifioA> banks, iiibtead pf one, for advaitcei would not 
suflice to meet all their neM^, amL whether the existi»ig huge banks aie not, 
in fact, large enough to meet the requirements of the immediaii' future, at 
any rate if supplemented, as far4\s may be nectessarv, Iw' combinations for 
special piitposes on the lines of German “ Konsorliums " or otheiwise We 
hav^ received no conclusive evidence on this point ‘ 

The above argument walh regard to post-war trade can, of coiif^e, only be 
used with some caution as rc'gards foreign trade, in view of thp special 
dependence of linglish banks on deposits withdraw.ablc at call oi on short 
notice Ihis is especially the case as regards long tc-rm ‘advances for such 
trade, to which special reference is .sometimes made 

We have endeavoured to review im[>.irtially the arguments winch have 
been put forward as justifying the neeessify in the piiblie interest -quite 
apart from questions of profit to shareholders — of bringing about the new 
type of bank amalgamation There is undoubtedly mm h ws ight in thesd’ 
arguments as far as they go And even if tlu' absedute ity of hirge new 

amalgamations is not clearly j)rc)vcd, \^t the absem ( of proof of tin* public 
necessity for business re-orgaiiifaUjiis is nof, m itself, an\ reason foi objecting 
to them, ancj it is a serious step at any time to »nterl<T(‘ -with the natiiial 
developments of trade JVfort', therefore, tcmsidering .any nstiietive pro- 
posals, we endeavoured to aseeitain wdiat is the n al ba^i-. ol the fears -often 
vaguely felt, and vaguely exjiressed- which Imw undoubtedly been aroused 
]jy recent amalgamation schemes The mam grounds for objecting to 
further amalgamations appear to be as follows -- 

(a) Writing down of Bank Capital —Tho proportion oi capital to deposits 

is now so .small in the case (V/yaglish Joint Stoc k Ikuiks, < v<‘n excluding the 
temporary war increase m the amount of deposits, that any fiirtlua shrinkage 
of bank capital is dearly undesirable, m the interest of depo itors, if it can 
Ijp avoided Attention has been drawn to the fact that amalgamation 
schemes usually mean a reduction in the to^il paicl-iq) capital and iinc.illed 
liability of tne two pre-amalgamation units 'ihis h<is frecpiently been the 
case in the past, and it ha^ also been a fe^iturc of recent amalgam.itions and 
proposed amalgamations * * 

(b) Dangers of reduced Competition —-Although, m the p.ast, w'cj believe that 
amalgamations have-not, in most instances, led a nduetion of bank com- 
petition, yct.^as we have pointed oiJt above, in Lc»ndon {and jiossibly before 
long in certain large towns) arnalj^amations behv» en two large joint Stock 
Bank'^miifct now iifually mean a m t icilmtion m the number of competing 
banks It is true tliAt this reduction is cjuly slight m each ease, and that 
there still remain at jifcsent a fair number of lonqietmg banks But we have 
received r^res*?mtations from cert.im muni<ij;nl cor jH^rations to ^le effect 
that banklTary’^very much it^their willingness to allViw reasonable overdraft 
facilities to corporations, and that siifhcieiit money, and cheaj) enough money* 
has only been obtained hithc'rto by rtsortmg to different banks, the number of 
whigh IS now falhng*.stc;adiy (Jn this groudcl a number of resolutions have 
been forwaaded tc^us by corporations jaotestmg against fnrthei amalgama- 
tions, and suggesting that ^t is not in tire national m/erest tlfat large funds 
belonging to the public should be m the hands of ^ few comjeames 
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Strong representations have, on similar grounds, been mad(^to us on behalf 
of the Stock Exchange and the Money Market. It is claimed that the world- 
wide fame of the London Market before the war was due to the freedom with 
which London bills could be negotiated, owing to the eas(?A»ith which Discount 
Houses obtained ample funds from a wide number of banks, and that the 
fewer* the landing constituents in the Discount Market, the less flexible is 
the market and the less fine the rates It is added that the number of 
members in the Clearing House is already becoming very small, and that any 
furthei decrease in the number of its constituent members, or any greatly 
preponderant power on the part of particular meij^bci-s, might impair con- 
fidence in its snfootli working and* raise apprehensions in the market More- 
over. it IS pointed out that a reduction in the flUmbcr of important banks 
must mean, and has already meant, a redi^lion m the number of first-class 
acceptors of bills, and that if this reduction pioccedcil vciy far, it would become 
a question wlielhi.'r the !J^ank of England would not have to place a liniif on 
the amount of acceptances which they would t.ike from any particular bank 
doing a large accepting business, and whether Continental buyers would not 
limit the plumber of bil^s taken by them. 

(c) The Danger Monopoly — It has been represented to us that there is 
a real danger lest one bank, by the gradual extension of its cormectfons, may 
obtain such a position that it can attract an altogether pn'ponderant amount 
of banking *l^u^siness , or, alternatively, lest two baulvs may approach such a 
• position independently, and then ’achieve it 1 y amalgamation 
^ Any approach to a banking combine or Money Trust, by this or any other 
means, would undoubtedly cause great apprehension to all classi's of the 
community 'ud give rise to a demaitd foi nationah7ing the banlang trade 
Such a conn " e would mean that the finawciM safety of the country, and 
the interest o individual ^lepositors and traders, would be placed in the 
hands of a few individuals, who would naturally operate mainly^ in the interests 
of the shareholdeis Moreover, the position of the Bank of England — which 
would, it may be assumed, stand outside any such Trust -w'ouhl be seiiouslv 
undermined by so overwhelming a combination, and the Jkink might find it • 
extremely difficult to carry out its very important duties as snppoiter and 
regulator cf the Money Market Any such result would, in our opinion, 
be a grave menace to the public interest 

further, it has been represented to us thaf’^he Goveinment of the day 
might not find it easy to adopt a course of which the combine, for its ow'ii 
reasons, disapprc^d 

While we believe that there is at present no idea of a Money Trust, it* 
appears to us not altogether impossible that circumstances migiit produce 
something oppioaching to it at a comparatively early date. J£xpenence 
shows that,* in order to preserve an approxiwiatc cqiTldity of rcsouftes and of 
competitive power, the larger Knglish banks consider it necessary to meet 
each important amalgamatu|^i sooner ^r later, by another If, therefore, 
the argument from size, referred to i^bovg, is to prevail,* it can only lead, 
and fairly rapidly, to the creation of a very»few prepoi^ lerant combinations, 
and if those combinations amalgamated, or entered into m, joint agfeeraent 
as to rates and policy, etc , the Money Trust would 4 mfnediately spring 
to birth. 

Such are the main arguments laid before us against further amalgamations. 
Undoubtedly some of thecl-iugeis feared are sojjiewhat proliiemafibal and 
remote, and we should very much have preferrecl to avoid the necessity for 
anji interference by Government with the administration of banking But 
on a, careful review of all the al*ove consideration^, we are forced to the 
conclusion that the possible dangers resulting from further large asialgama- 
lons are materig,! enough to outweigh the arguments against Government 
in er erence, and that, in*vuew of the exceptional extent to wdiich the interests 
o t le *whole community depend on bci 4 iking arrangements, some measure 
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of Government control is essential. Our conclusions on this point were 
confirmed by the resolution passed .it the recent annual meeting of the 
Association of Chambers of Commerce, in which it was proposed that steps 
should be taken tch^hiard against amalgamations, etc , shown to be injurious 
to commercial interests 

We therefore locomfiiend that legislation be ]>a.ssed requiring that the. prior 
approval of the Government must be obtained lieforc any amalgamations are 
announced or carried into elfect And, in order that such legislation may not 
merely have the effect of producing hidden amalgamations instead, we 
recommend that all proposals for interlocking directorates, or for agreements 
which in effect would alter the status of a bank as regards its' sej\uate entity 
and control, or fur purchafe by one bank of the shares of anothm bank, be also 
submitted for the prior approval of the Government before they aie can led out 

As general pnnciples to be acted upon at present by the Go\ eminent at 
its "discretion, w^e w^ould suggest that a scheme for amalgamating or absorbing 
a small local bank, or any scheme of amalgamation designed to secure 
important new facilities for the public or a really considerable and material 
extension of area or sphere of activity for the larger of the tw’o bank , affected, 
should normally be considered lavourably, but that if an anieilgamation 
scheme involves an appreciable ovi'rhip of area without secunng such .ulvan- 
tagcs, or would n'sult in undue predominance on the ])art ol the laigir bank, 
It should be retused. Consideration should also, in our opinion, lx* given to 
the question of the clerical labour —usualiN’ very large — unolvid b'y amab, 
gamations duimg the war, and t(j the unde sirabihtv of permittmg an unu'^eal 
^MS^'^gation of deposits without fully adeejuate capital arul reserves 

It only remains to make a suggestion as to which Govi'rnimmt di }) iitment 
or departments should be c*'ar|<e‘d w'lth the res|)onsibiht> (d aj)]>ro\mg or 
disapproving amalgamation schemes, ( tc , under oui piojujsal above On 
the whole, we think that the apj^roval both of tln^' 1 reasury and of the Hoard 
of Trade should be obtained and th<it legislation slujuld be jjassid nquiring 
the two departments to set iij) a special Statutory Committee to advise 
^ them, the members of which should be nominated by tin* dejiartmeiits from 
time to time, for such period as may seem desirable, .ind should consist of 
one commercial representative and one financial representative, with power 
to apiKJint an arbitrator, ^J^ild they disagree 

Eaily in June, 1918, tlu- Chancelloi of the Exihcquoi statod 
•ihat the Government proposed to introdiue legislation as soon as 
possible t*o carry out the reeommeiuLltions coiitaim d m the Iviport 
of the J^ank Arnal^Miiiation CoKimittee Me.inwhilr, to avoid 
delay, a Committee of two had bicii act uji to advise the dcpait- 
merits concerned on the di siraFiility or v,)thcr\Mse of any scheiiu's 
for amalgamations that mar’ lie"" proposed. On 15th Ajuil, 1919, 
thet ClTancellor* mtiodiiced a Bill (iititlcd “A Bill to make pro- 
vision for eontr^olhnf< the amalgamation of Joint Stoi k Banks 
and fi^puymses connected therewith," the Ad to take ( ffect as 
from the 27th day of Atfrch, 1919. The Bill, whiidi was Iifti'i wai ds 


withdrawn, piovided that— * ^ 

Except with ^the previous approval of the Treasury and Jkiard of Trade, 
given on an application made for the j)urj)ose under this Ai^t, and siibjei t to 
compliaiu e with any (iffiditions attatlnd to the fcjiprov.il, it shulI not Ixi 
lawfuj for any Joint Stock H.mk («) to arnalgtiinate witli .in\ ollir* bdiik , 
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or (6) to transfer or sell its business or any part of its busAess to any other 
bank, or to acquire the business or any part of the business of, or any 
interest in, any other bank ; and except with such^approval as aforesaid 
and subject to such compliance as aforesaid, it shall not be lawful for any 
per^iii being a director of a Joint Stock Ikuik to become a director of any 
other Joint Stock Bank, provided that nothing hereinbeiore mentioned shall 
make it unlawful for any person to hold any directorship which he holds 
at tbe commencement of this Act < 

Tlu' following IS a list of#anialgamation/tlfat have taken place 
since 1st August, 1914, and up to llOth Afiril, 1921, the yenrs the 


various amalgamations were annor^ced or proposed being given 


in parenthesis — 

Former Banks 
Parr’s * • 

Thomas BarnareP Sc Company 
Manchester & Liverpool District / 

Bank of .Wlutehaven (1916) ^ 

London County & Westinm^tev 
Parr’s (1918) / 

Nottingham & Nottinghamshire (1918) \ 

Beckett < Co (1920) . ' 

London ''rovincial ( 

London Sc ^outli Western (1917) ) 

Bart lay Sc Company . 

United Counties (1916) 

London Provincial Sc South Western (19 18 ^ 
Gillett & Company (1919) 

Tubb & Company (1920) ' 

Union Bank of Miinchcster ) 

Halifax & District Permanent (1917) V 

East Morlcy Sc Bradford Deposit (1918)) 
London City cSi Midland } 

London Joint Stock (1918) 

Lloyds 

Capital S’ Counties (1918) 

West Vvjrkshirc (1919) 

Fox, Fowler & Co (19Z1) • 


J 




Amalgamated as 

Parr’s Bank, Ltd 

Manchester Sc Liverpool District 
Banking Company, Ltd 

• 

Bond on County Westminster & 
Pan’s Bank, Ltd 

l^indon Provincial & South 
Western Bank, Ltd 


Barclays Bank, Ltd 


iteA, Bank of Manchester, Ltd. 

I.ondon Joint City & Midland 
Bank, Ltd ^ • 

Lloyds Bank, Ltd 


National Provincial Bank^of EnglaiRi 
Union of London Sc Smiths (1917) 
W. & J. Biggerstaifi (191:^) 

Bradford District (1918) 

Sheffield Banking Comjiany (1919) 
Coutts & Co. (1919)2 
Northamptonshire Union (1920) 
Shilson,* Coode Sc Co ^1920) 

Richards Sc Co (1920) 

Bank of Liverpool 
Martin's (1918) 

Palatine (1919) 

Halifax Confmertial (1919) , 

Cocks, Biddulph Sc t'o |1919) 

^ Premises acquired^ 


National I’ftivincial •nS: ^Union 
Bank of b)hgland. Ltd 


Bank of Liverpool & jVIartins, Ltd. 


- Affiliated by purchase. 
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^ Whenever ah amalgamation has. been announced, reasons have 
usually been given at the same time, or hater at the shareholders* 
meeting, in support of the absorption. Tlii'ee important reasons 
have been that-^-- ^ 

(a) As trading interests in recent years have shown a tendency 
to enlargement, through combination, multiple simps, and dlher 
causes, it is esseiitlal'^.in the national interest th.it banks must 
combine tlieir resourcis’^b keep pact' with sik h a movi'meiit. 

(h) The^ combination of a bank with large liquid resiairt't's and 
depoiats collected in residential and agriciiltural aieas with a bank 
whose operations mainly cover a.>manufacturing .irea is bohiid lobe 
beneficial to both banks and to customirs, an. 1 tend to inacased 
production by the transfer of liquid tapital to tho^' aieas m whit'h 
there is a strong dtinand f(»r iiunused loans 

(c) The distmb.im e -.u the usual pie-war th^tiibution td (.redit 
balances by banks' own subst nptions and ('ustttineis' subst riptuais 
to War Loans, and the considerably iiKnased tost of l.ibour, r.iw 
materials, and inanufactuied goods (.ilhng for gii'atei loans fiom 
banks operating in trading and manufat turing ait'as, h.is t oinjX'lk'd 
some of the smalk r b.ink'. to entut.im favoui.ibly ]ao])(mds f«)r 
amalgamation with largir b.inks conti oiling giiMtei iKpiid nsourcis. 

In a circular sent to sh.iuholdiis on 13th l)Kembei, 1918, by 
the Bradford District Bai|j< armoiincmg tlu' proposed amalgamation 
of that bank with the Natiolftl Provim lal & Union Bank of England, 
the directors stated — 

‘Although the directors of this bank have for ni.anv years advocatisl the 
maintenance of local banks, they rt cognize* ttiat tlie war has maternally 
altered the economic conditions of the j^vorld, .ind they antuijiate th.at 
demands will be made for»'gre.itly»’ncn-ased b.inlvng atcommodation now 
that hostilities have teased and when g<-ncra4 ti.ading is resumed Your 
directors are assured that the Ix'st traditions of^this b.ink for the lil)eral 
treatment of its customers will be fqlly maintained, and they fi el eonfideiit 
that the seheiKe of amalgamation wlm h they h.ive provisionally agreed 
and now' recommeniLwill prov<* to be .vdvaiitageous to U^tli tht' shaieholders 
and th« cubtomtrs i^t tfie bank. 

Tile reasons,given*to a meeting of sliarehfildci s on 21st (k tober, 
1919, by tTTe Cliliinmin of tiw.* West Yorkshire Bank for th(‘ proposed 
amalgamation of that bank with^Lloyds Bank werr* as follow's — 

Before the war the tfoard Were not at all anxious to effect any amalgamation, 
feeling sure that the bank was strong enough to carry on the business it was 
doing. But the war ha.s cli.i^gcd the position of everything It has created 
an entirely new perspective, and entirely new value;. '1 hese conditions Ipok 
as if they were more than temporary, knd wouhl have to be reckoned with 
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for a long tipie ahead. The most prominent factors are theggreat increase in 
the pricg of all raw materials and th^ unparalleled rise in wages These two 
causes are the reason for a great increase in the capital required to run all 
businesses, further intensified by the shortening of ^lie hours of labour. 
Tlus latter factor operates m two directions ; it causes an increase in the 
costsk of each business by the reduction of productidli, and, as a direct con- 
sequence of this and to avoid the effect of it, every business man is endeavour- 
ing to increase production by putting in new machinery and extending his 
build®igs The effect of all these pauses is like a snowball — it is continually 
gathering wpight The extension of businesses uys «p capital for building 
and machinery ^nd nec|ssarily mifre capital for the ^nning of these extensions 
All these demands for capital me.in that t^ic calft^n the banks for assistance 
must needs be very large, and tend to intense as the country settles down 
to real work, and to develop its trade, and these circumstance!# especially 
prevail in the district in which this bank operates Your directors ther^ore, 
after very ^arcful consideration, came to the conclusion that in the interests 
alike of shareholders and customers it wa;#their duty to effect an amalgamation 
with a »trong bank a^id so secure the advantages of its larger resources 
It IS with every cc^fidcnce that we submit this amalgamation to you as being 
the best course to take under the present conditions, and the resuU; of which 
we feel assured no shaieholdcr or customer vill regret 

The following tabic show*s the nai.ics o*thc five Joint Stock 
•fianks (now known as the “Big Five") which had more than 
£250, 000,1 due to depositors on 31st December, 1920. The 
prese nt size f 1 liese banks is largely dife to a senes of amalgamations 
and the unprecedenteJl creation of bank credit during the war, 
mninly on Government account. 


Name of Bank. 

Amount due by 
Bank on Deposit and 
Current Accounts, at 
31st Dec , 1920. 

m 

London Joint City Ot Midland Jiank, Ltd. 

Lloyds Bank, Ltd ...... 

Barclays ^Bank, Ltd. . . •. 

London County Westminster & Parr's Ban*?, Ltd * . 

National lYovmcial vV Union ^ank o^ England, Ltd 
• 

• • 

• 

£ 

371,^41,968 

345,028,984 

327,788,370 

305,^0,814 

278.335,366 

• 


Below the £250,000,000 limit the next largest baifk is the Bai^k of 
Liverpool & Martins, Ltd., which, on 31st December, 1920, had 
deposit and current account liabilities of £81,206,768.* 

The amalgamation movement among Ifome banks lias certainly 
nftt yet reached finality. One would tliink that a very advantageous 
amalgamatiiin could be effected by the exisfing I^ancash^e banks 
combining th#ir ii'soyrces. Such a combinatjon should be mutually 
advantageous to the bauks and titpir customers. 
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In addition alo the amalgamations already enumerated, some of 
the English banks during the last few yeajs have formed affiliations 
or acquired controlling interobt in certain Irish and Scottish banks 
by purchase or e'ichange of shares. Intimate mutual arrangements 
have also been made with a number of foreign and colonial banks, 
and several new over^'as banks have been formed paitly or \\holly 
with British banking Vnpital. Three English banks Jiavc gone so 
far as to open branche:^im thc^ Continent. All these developments 
point to the international chaii;icter of British Banking in the future. 

Two of the most interesting affiliations among home banks, 
almost amounting to amalgamation, were the ('lose alliance formed 
by an exchange of shares between Barcl.iys Bank, the Uni(‘’i Bank 
of Manchester, and the British Linen Bank, which was announced 
111 Novertiber, 1919, and the purchase of the business of Coutts's 
Bank by the National Provincial and Union Bank oi England, 
announced in December, 1919. The agreements provided that 
there should be no change m the names of the respectuc banks. 
The reascjn why an actual al)M>rption \v<i^ not in.idi' by Baiclays 
Bank of the Union Bank of Main host er and tin' Ihitish Janen 
Bank was prcjlialilv on a( ('ount of the hostility that has been shown 
by Lancashiic bank>’ custoineis m (he past wIk ikaci a malgnm.it ion 
was proposed with London banks, and the loss of note issiu* privileges 
to a Scotch bank when, absorbed by a London bank. 

( e ) The British Tr.\de Bank or Corpora fion 

• ,On 22nd September, 1916, an important npoit was issued of a 
Committee’ appointed by the Board of Trade to ( onsider desirable 
means of piecting the yeeds of Britis^i fiims after th(“ wai as legaids 
financial facilities for trade, particularly with leference to tlie 
financing of larg^* overseas ronfracts. S iine time previously to 
the appointment of this Conujiittfl*, of whu h Lord Eaiingdon was 
Chawinjin, the President of th(‘ Board of Trade had expressed a 
personal opinion ^n the House of Commons that English banking 
had noUbebn sufficiently adventurous m the jiast, and might 
with advantage be more*enterpiising m tlie future. Tliis charge 
W'as combated by several leading bankers at ensuing bank annual 
meetings^ llie Boaicf of Trade latir appointed a Committee of 
bankers and busim ss^meii to ramsidei and ; epoito)n the lines 
above indicated. The report attracted considerable attention and 
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some uijfavourablc criticism. Below are given some\'xtracts from 
the report, showing the* main conclusions agrjeed upon by the 
Committee — * 

• • • • 

In view of statements made by witnesses, it is desirable that we should 
state clearly our definitions of banking facilities m the British sense, and of 
what»/c would call by the wider name of financial flcilitics The former are 
projierly liin^ted to those which cati be provided \ytly:)ut a lock-up such as 
would impair flic liqu^lity of fsnds and deposi^ at all and short notice 
For this reason, the usual practice of bankfrs hei^^ to confine their advances 
as a rule to a currency not exceeding a few months By financial facilities we 
mean, generally speaking, those which woifid involve a longer curjjency than 
this ^ • 

A ( aiefu^ study of the evidence above referred to, and our own knowledge 
of banking arrangements and facilities, lead us to the conclusion that there 
exists to*, considerable ^xtent at the present time in this country the machinery 
and facilities for tl:^ finance alike of home trade and of large overseas contracts, 
and for carrying tiirougli much of the business which has been done by foreign 
banks The British banks afford, we believe, liberal accommodation to the 
home piodiicor British bankers are not shy in making advances on the 
strength of fhcir customers’ known ability and integrity, and the charges 
^for accommodation arc, we believe, often lower than the corresponding 
chatges m foreign countries Similarly, the Colomal banks and British-foreign 
banks and \ankiiig houses render imijiensc assistance to Bntish trade abroad ; 
anti certain t in Iht* Far East, and in many i^irts of South Amenca, British 
banking facie iCs do not fall short of those of any othei nation Wc find also 
that in the case of largc*contract operations British conti actors, with the 
assist.incc of financial houses, have in the past been ready to provide large 
amounts f)f capital and to take considerable risk in connection with the 
operations which they have undertaken 

Our arrangements, however, arc faultv in our not co-ordinating many o^ 
the facilities mentioned m the previous paragraph Wc recognize also that 
the British rnanufaetiirer may be frequently ii^want of finance of a kind 
which a Bntisli Joint Stock Bank, with liabilities as above described, could 
not pnideiitly provide ; whereas the (ierman banks in particular seem to 
have b('Cii able k) afford special assistance at the inception of undertakings 
of the most varied description, and to have laid themselves out for stimiilatijjg 
their promotion and for carryui^g them through to a successful* completion. 
We comlude, therefore, that there is ample room for an institution which, 
while not. iiiferfi'nng unduly with flic ordinary business done by the British 
Joint Stock banks, by Ctilon^al banks, ifiid by Bntish-forcign* banks and 
b.inking houses, would be able to as^^st British interests in a manner that 
IS not possible under cxistftig conditions • 

Such an institution might in many wa^s be beneficial to thc*devclopment 
of Bntish industry and manufactures It fnight, in ccitain cases, after careful 
examination, agree to make advances for the extension of e?cisting m^ftiufiictur- 
ing plant, or pci haps for the amalgamation or co-ordinatiJn of certain works, 
so as to reduce the cost of production It wcuild assist <hese works to obtain 
orders abLoad, anfl give them reasonable financial facilities for execj^ing these 
orders It should give a*]ir<'fc'reiice in niatters«(ff finance to irders which are 

be execiib'd in this country. 

Siiili an inslitulion could also take a leading part in the inception of 
transaLtions and assist in connection with the maclhnery pf overseas business. 
In the case ol German manufacturers, it frequently happens that on the 
board of the manufacturing compawy there is Unrepresentative of a bank, 
and there seems little dou^jt from an examination of the information which 
IS available, that the G^jrman banks •liave exercised an amount ot control 
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over the manuf^^cturing concerns in which they are interested, 'which would 
not be possible, even if it were desirable, m the United Kingdom, A large 
number of our manufacturing undertakings' are wealthy concerns, and 
would not tolerateifhr one moment interference by bankers in their affairs, 
and, indeed, would probably resent an inquiry into the nature of their business 
arrangements Sik h manufacturing concerns, however, do rcquuvi assistance 
when thev’ transact business overseas 

Foreign banks have, ji most of their operations, adopted the course of 
forming S 3 mdicates to undertake any business of consulerable magnitude 
They have headed siuh rjyndicates and they have taken the labouring oar 
in connection with inves'i^ations. The members tf tlie syndicate have 
generall}' included other Kanks, and associated with them have been those 
w'ho w’ere particularly intcresteiK m the class of business proposed to be 
done These syndicates are formed after the first Miperlicial enquiry has 
sati9)?ied the banks that there is ajiparently a goo 1 bu^uness to be done 
Directly this point is reached, the expenditure in connection wiU, thorough 
investigation is on account of the syndicate If the business is ultimately 
proceeded with, the prohts or losses on the wind-i p of the business are 
shared pro rata after allowance to the bank for managci^'ient Some such 
procedure , should be followed here It would enable the institution to 
undertake business of a compichensivc character, and its imprimgtiir would 
have value when issues were made to the public 

It is desirable that the institution, without coming under Oovernment 
control, should receive as much official recognition a-> possible 

Having assured ourselves that the rreation of an institution of the 
character referred to above would not unduly mtcifcn' with existing banks, 
banking houses, nr financial nst'tiitions, we recommend the foimatioii of 
a new bank to fill the gap between the home banks and the Colonial and 
Bntish-foreign banks and banking houses, .ind to develop facilities not 
provided by the pn-,(. nt system 

The bank should be calk d the “ Dntish Trade Hank,” and should be 
constituted undtr Koyal ( luirter Its features should be as follows — 

1 It should have a capital of /lO, 000, 000 The first issue should be 
from /2, 500, 000 to /5,000,t)00, upon which, in the first instance, only a 
small amount should be pa: I up, but which should all be called up within 
a reavinablo time A fiirthci' issue '■hoiild be made afteiwards, if possible, 
at a premium 

2 It should not accept deposits at rail or short notici* 

‘C It shtjuld only optn current accounts for p.irlies who are proposing 
to make use of tile ova r^eas f.Kihtics which it w'ould afford 

4 It slunild have a foreign cxdiango (jepartnient, where S{)CCial facilities 
might be affk)rclcd for fleahng witU bills in foreign currency 

5 It should open a credit dcj>artment for Che issue of credits to parties 

at home and abroad ■ , 

The pith the report apjieAied to be that the Faringdon Com- 
mittet retme to tjjree main < oik liHions, namely : (I) That it would 
not be prudent fo;; the prisent British banks to mak(‘ advances 
for perio/S < xrm ding a few months, beraus(' tin* majoi part of 
their deposits are arrepfed payable at (all or stujit notice; 
(2) that the Gi'rman bank practice of granting credit for long('r 
periods than granted by the British banks, and of taking a diia'ct 
share in maim fact uiingf uiidertakiilgs, m many cases from their 
inception, had been of immense aid to German industry tlnd 
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manufactures ; and (3) that, therefore, in the national interest 
it was desirable that a ne^ British bank should be formed, which 
should not accept deposits at call or short noticc,*l»ut which should 
maky advances on principles similar to thoic adopted by the 
German banks in the conduct of their business. 

Conclusion (1) raises some very important r^ections. For many 
years the British banks have prided themsdvas on the supposed 
great liquidity of thiir resources. After tl^cxpcrience of August, 
1914, when the short loan fund solidj^ed and investments became 
unsaleable, two events that had been predicted by fmanciar experts, 
the quest n)u arises : Idas the so-called liquidity any practical value 
aport fr^m the published balance sh*eets tending to create a feeling 
of confidence in ihe minds of depositors intelligent enough to under- 
stand a balance sheet ? If all bank depositors before the War had 
on the san;e day demanded K'jiayment of Jhfir deposits m the 
* form of legal tender, only from 8 to 10 per cent, of the total amount 
*could have been so repaid, this peicentage rt*pr('senting the total 
legal tend reserves of the Joiilt Stocky Banks in hand or at the 
Bank of En^^ and. Obviously, the currency of advances and loans, 
whether averaging only three months, or twelve months, or two 
years, would have no bearing on the legal tender liquidity demanded 
on a day of supposed wholesale withdrawals by depositors. On. 
the other hand, there are four veiy strong reasons why it is essential 
that each bank should keep a rea^mnabK\pfoportion of its funds in 
a lK[Uid foim ; fust, to provide for the cuirency reipiirements of 
customers, whibh vary from time to time ; second, for settlemenj^ 
of daily differences with other banks, due to cross crediting of 
custoiiK'is’ cheques ; third, to#meet seasonal demands for credit ; 
and fourth, to mnet o(T\asi^>nal perioTls of financial stram felt by 
customers owing to dcli^y in rccc^lpt of home an^d foreign remit- 
tances. Again, any one of the big fl^ve banks has it in»its power, 
by reducing the amount of its outstanding loans •(or by keeping 
the amount stationary if the other four arc expaifding their out- 
standing amount of loans), to drain away from other btinks part of 
their casfi resources. This action arises fif>m the necessary settle- 
ment for differences due to cross cr^^diting of customers' cheques 
and discount operations. * • • 

An important point ever to ^car in mind, under modern con- 
ditioys of credit, is ttiat,. taking the banks collectively as one unit, 

8— (1723) • 
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they do not^^make loans out of deposits, but create deposits by 
making loans. But individually the banks have perforce to regulate 
the amount of 1|hoir loans according to the amount of tlicir liquid 
resources, mainly ;in order to be prepared for a drain on such 
resources due to settlement with other banks of cliflerences arising 
from cross creditingr»of customers’ diawings. 

It is now geiK^raUy recognized* that if any mdiv,idnal bank 
experiences a continUpps dram on its legal t-tiidtr reserves, other' 
banks must necessarily come to its assistance ; otherwise, if it had 
to^ suspend payment on account of insulTicient supplies of legal 
tender, and notwithstanding that it was perfectly solvent, given 
reasonable time to realize its assets, a run would be precipitated 
on other banks, and a general crisi.'^ ensue. *' 

A point of far greater importance than so-called licpiidity is the 
real character of the^advances. The tiiKi function of the modern 
bank is to finance produce and raw mateiials through the \arious' 
stages of production and manufacture and transpoit, from tlie raW 
material to the ultimate consunr<*r. The banktr may be looked 
upon as paying on behalf of tlie prodiK'ei or manufactui er a large 
proportion of the wages and other charges that ha\e neces^.aiily 
to be paid before articles are linally ready for consumption and 
sold ; and, later, he receives reimburs(*ment, plus customary interest 
charges, out of the proceeds of sales, the Iradei taking all iisk of 
any ultimate loss. A kanker is also justified in' making rc'asonable 
advances on wcjrks of a prodiudivc or transport chaiactcT in the 
^course of construction, provided he is to b(; r(^)aid soon after 
completion ; and also for extension or improcement of existing 
plant leading to increased prodiK^tiva* j)ower, piovided the loans 
are not fo be of long standifig. Advapce'^of th(‘ lattei type ought 
to be repaid out of the first profits dqiivi'd from the im rcased 
production. But a banker's duties do not include making advances 
on^ fixed capital account, liowevei well secured such advances 
might be. If is the function of paitners and shareholders in 
manufacturing concerns and other businesses to jirovidc all 
necessary fi^ced capitah* As a general prirfCiple, it is bad banking 
to finance an article not eventually entering into consumption,* or 
an unproductive entv*rprise, and therefore not self-liquidating the 
relative amount of credit expended in its productiem or purchase. 
Every true banker* instinctively favgurs* quickly liquidating 
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transactions. He then retains the power to vary liis liquid resources 
from tiifte to time according to cuilrcnt requirements for cash For this 
reason, bills of varying maturities provide an exT:(rilent investment 
for l^anks in normal times for a proportion of Ijieir resources. 

There does not appear to be any legitimate reason why British 
bank^ should decline to entertain applications lor advances required 
for periods ex^^eeding six monUis and up to t\^ years, provided such 
advances bear a realonable proportiefn to total resources of the 
banks and are devoted to approved productive or transport purposes. 

Finance and trade are now so interwoven that it is a trukm 
to say thr^t the more the banks finance the development of trade 
and increase productive power, the greater will be the ultimate 
rewards to the profession of banking itself. 

Present deposits in British banks being individually, thobgh not 
collectively,, withdrawable at call or short jiotice, some reserva- 
tion might be printed m all pass-books lo the effect that the banks 
*ieserve the light of demanding at aii}^ time, if authorized by the 
Treasury, ne month’s notice* before ^ withdiawal from credit 
balances of .o>y sums exceeding some stated amount m the form of 
legal tender, as a justifiable protection for times of crises. It 
must be made obvious to depositors that they cannot collectively 
have the whole of their deposits always awaiting them in the • 
form of legal tender, and yet be receiving ii^erest. A banker must 
make advances or investments of some character to earn the interest 
he pays to depositors. The possibility, thougli improbability, 
of sudden and heavy withdrawals by depositors being ever present* 
in the minds of bankers, ap?irt from tlic suggested resenxrtion as 
to possible notice before withdfawal being lyipiired under certain 
conditions, there should Tie s^mred by tTie Government large leserves 
of legal tender notes iiit various •denominations .to be supplied 
to tJic banks in times of crise^^ \lic mere knowledge of the 
availability of these stocks for times of crises would*^ive con^d«ice 
not only to bankers, but to the business comniunity in general. 

In making comparisons between the German and British ^nking 
systems, has always to be remembered tlf^t German frade and the 
German banking system developed Gonsiderably later than British 
trade and the British banking system, and flie lafer dev^opment 
of the formef probably accoujits for its ^greater adaptability 
to mgdern requirements.. The German system is not faultless, nor 
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is the Bntish^^ both have their lespcctivc merits for their different 
periods of development. But the German banking syste^, with 
its tentacles stfetching into every important trade, particularly 
those of a devilopfaental character, has much for conpncndation 
from a national standpoint. To it has been largely due the extra- 
ordinary developmeht of the tracle, manufactures, and bi^siness 
of Germany in rec^snt pre-war years^ . ' ^ 

In order to give a banker’s V'iews of the present day responsibilities 
and functions of banks, thewi arc given the following extracts from 
anc address delivered before the Institute^ of Bankers, on 8th 
November, 1916, by a late President, Mr. Pownall — • 

At the present time the principles upon which the British System of 
banlang is based, and the management of the great Hngiish banks, are alike 
criticized by some persons in authority and by others, because the banks 
do not indulge in what has been called “ adventurous " banking That is 
to say, they do not become merchant adventurers, promoters, ’contractors, 
participators m financial, commercial, industrial, or other development' 
undertakings , 

In England, bankers are not traders , and il is not part of tlieir business 
to become partners m any tiading enterprises, c'lther home or foreign In 
Germany, the financier is theSiifVsler of the commercial and the trading woild. 
He endeavours to group certain industnes into single great combines, and he 
provides for the permanence of his mastery by the right of representation on the 
board of the combine. One result is the gradual ousting of small enterprises 
The English banker is not a trader he is a temporary lender (ff credit. 
On the other hand, the so-called German banks (for instance, the Deutsche 
Bank) are to a great extent controllers and shareholders in industrial con- 
cerns, and their solidity depends on the continued prospcnly of the special 
industries wath which they arc identified * 

Development companies •skilfully h.indled may introduce much new 
and good business in ICngland, and if (like the Geiman banks) they once 
get a deserved reputation for the soundness of the ventuies they introduce, 
^hey may with fair readiness place the shares of the (om panics they initiate 
on the Kitghsh market * 

If we are to form a company or compp^nies to introduce new foreign business, 
the company must be a4)ie, like^the (iennan bayks, to find investors to take 
the shares of the concerns it recommends • l''or everyone’s sake, we ought 
to recogmze the distinction between the banke^ and the merchant. English 
internal banking \Vorks on exceec^ngly fine lines, and for it to finance business 
by means 6f 6, 12, 18, 24, or c,ven 36 months' bills on firms or companies 
ou^id%,the luns^liction is not within its scope. 

Our banking *s a vast system of credit resting on a liability to repay in 
legal tender. The^ cardinal fact is that repayment is due on demand or at 
very short notice 

Adv^.turoys banking, and by that, I understand, the investment cither 
at home or abroad for mtrly long periods or for permanent purposes of 
money which is liable to be repaid at call or at short notice, is not banlang. 

The fprcgoiiij* view*s are, as already stated, the views of a practical 
English banker. Bi;^ whatevei .may have been ttte character of 
British banking in the past, thy question Ho be answered is " Are 

• t 
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there any real reasons why British banks should rt)t henceforth 
be parfly connected with manufacturing interests ? ” Banks are 
dependent on the activity of trade for their promts, and trade is 
largejy deyendent on banks for credit. What * m«»rc natural than 
that there should be some amalgamation of mutual interests ? 
But ^ additional credit facilities are to be ^novided, it behoves 
British tiadc'i,^ and maiiufactiirers to wake up tf) the needs of their 
fc'reign customers, a\id generally to'be nR^^rc enterprising and to 
give greater attention to impiovemewts and developments. 

In any case the far^ that the piesent Biitisii and Geiman banking 
systems (iiffer m the exti'iit and kind of their operations is no 
red sou A¥hy a system of companies slioiild not henceforth be formed 
in England witl? the express o])ject of supporting and extending 
the tiade and manufactures of Great Britain and the Dominions. 
Institutions, capable of examining new pioj<<cts and of extending 
credit where needed would prove valuable from a national stand- 
point. Very giadually the existing British banks may, in the 
course of >une, embrace some of the n^w functions in the same 
way as thc3 have in Recent ycais opened savings bank, foreign 
exchange, and tiustee and executorship departments. 

I'he report of the Faringdon Committee appi'aied, as already 
stated, on Fiiday, 22nd September, 1916 Eight months later,* 
namely, on Tuesday, 15th May, 1917, jyul arising out of the 
recommendations contained m the leport, theie was published as 
a White Paper the full text of a Royal ChartiT granted to a new 
institution to b*c formed and called the British Trade Corporatioi\* 
and also of the Deed of Settlement. The mam purpiJse of the 
Coiporatjon was declared to Ife to afford, advice and^ financial 
assistance to Biitish comnwTcial and industiial undertakings, and 
generally to further thc^ development of British .trade, industry, 
and commerce.” It wil\ be olTserv^al that the new •institution 
does not use the word “bank” m its title. ThTs omissifm •v\^as 
intentional, m order that its spheie of activitjies might not be 
confounded with the ordinary operations of the purely ^British 
banks. The new institution is, in fact, fntended to\)e an evolu- 
tionary offshoot of the presemt banking system, a number of the 
larger banks, according to a statement maiC; by the Pre;.idcnt of 
the Board of'Tiade^on 17th Mi^y, 1917, having subscribed to its 
capital. By the terms -of the Chaitcr, the Corporation has full 



118 


BRITISH FINANCE, 1914-1921 


powers to cafry on business both as bankers and as traders on their 
own account. The authorized capital i» 10,000,000, in shares of 
;fl0 each ; and Ifhe Corporation miglit commence business as soon 
as capital to the amount of £1,000,000 had been subscribed* and 
£250,000 paid up. It is very obvious that, as the operations of 
the Corporation exteild, there will l^ave to be considerable enlarge- 
ment of capital : £10^000,000 will no/ go far jn foicign* operations 
and contracts. Full p6weis'aic conferred upon the Corporation 
in the matter of underm itin^; and in taking part in the promotion 
of ixw undei takings. Provision is made in tli^e Deed of Settlement 
for the dnectors and manageis of the Coiporation receiving a 
substantial share of the profits, after shareholdcTs have •fcceivcd 
certain fixed percentages. This profit-sharing pf'ovision and the 
general trading powers conferred on the Corporation occasioned 
considerable criticism-at the time of the publication of the Charter 
and the Deed of Settlement, and a hostile discussion was raised in 
the House of Commons on Thursday, 17tli May, 1917. Seiious 
objection, too, was takei;, tp the fad that the Chau man of the 
Committee became Chairman of the Coiporation which tlic Com- 
mittee 1 ccommeiidcd ; wliile some of his colleagues on the Com- 
mittee became his colleagues on the Coipoiation, thus exchanging 
an honorary for a paid appointment. This was considered to 
create a very unde5iral>*e precedent. So far as the general trading 
powers are concerned, it obvious that the new Corporation must 
have some such powers if it is to take a share-interest in develop- 
'’inental enterprises it is supporting, and in which some kind of 
proprietafy interest must at times be advisable. Lack of some 
control (,\r representation i^ the manageinent of developmental 
woik would assuredly make the Coiporation unwilling to make 
advances for long periods during the coilstructive stage. 

In an eftdeavour to meet the hostile criticism, the Government 
issued,' on Wecyiesday, 13th June, 1917, a White Paper containing 
the following statements — 

Fo^M OF^DECLARATldrlr IN ReGARD TO THE LhARTER WHICH THE 

British Trade Cori’oration is Prepared to Give Under its Seal t 

The Bntish Tr^de Corporation liorcby declares that it has sought and 
accepted ihe Charter on the footing that according to the true intent and 
meaning of the Charter Uie following provisions thereof, hi amely — 

That the fundamental object for which the Charter has been granted 
IS the giving of financial assistance' to British’ traders and inanufaci-urers, 
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especially in connection with overseas trade, and that th® Corporation is 
under ai» obligation to give full effcot to such object, and will be accessible 
to the business public for •the purpose of consultation and otherwise ; 
that the Corporation is not intended to be, nor will it ©perate, as a com- 
peting contractor, merchant, or trader, and that its enterprises shall be 
directed to«thc furtherance of its aforesaid fundamAital^object : that the 
powers and pnvilcgcs given to the Corporation by the Charter are intended 
to be and are the maclnnery by which the Corpomtion will effectuate its 
said lUndamcntal object, and will H^c exercised for The purpose, as a means 
^ of, and witl> a^view to the canning out or furtherance of the same, or so 
’ as to enable the Corp4ration to deal \vith situg,< ^3ns arising by reason or 
in consequence of such carrying out or furtherance, and that nothing m 
the Charter has the effect of conferring ar^ exclusive pnvilege on the Cor- 
poration as regards access to Government information or of pla^cing it in 
any preferential position as regards the representation of British tfade 
or finance,# or of conh'rnng upon it the right of acting as Agent of the 
Gfiveriimeiit except upon appointment *10 each case, or of excluding the 
(h)vernnR'nt from sele<iting other agents in cases 111 which they see reason 
for so doing. • 

Copy of , Extract from Minutes Passed at Board of the Corporation on 
• the Sth June, 1917. • 

, Resolved — 

That Clause 135 of the Deed of Settlement shall not be acted upon until 
it shall firs have been confirmed by*a majority of the votes of shareholders 
in Geiieial 'etiiig, convened .subsequently ^to the fust issue of Capital 
to the public , 

(Clause 135 provides for the directors and managers of the Corporation 
receiving a substantial share of the piofits, after shaieholdeis have received 
certain fixed percentages ) 

• 

Tlio oliicial announcement of a very defii^itc interpretation of the 
liiuitdtions of the Charter helped to meet the intentions of the 
promoters of the Corporation and at the same time to remove the 
fears of traders and manufacturers as to competition from tty^ 
Corporation. As at first drafted, tire scheme conveyed in many 
quarti'rs lire unfortunate imprR'ssioii of having been framed more 
with the view to traclmg as a principal function than to the 
financing of existing enterprises atid furthering dcivelopment work, 
the mam objects of the recftmnii?ndations of the* Faringdon 
Committee. • • . 

On Wednesday, 27th June, 1917, there appeared the prospectus 
of the British Trade Corporation. The capital was ^tat^d to be 
£10,000,000, divided into 1,000,000 sliart:^ of £10 each, of which 
lT)0,000 had already been subscribed and allotted at par previous 
to the issue of the prospectus. Subscriptions wefc invited for the 
issue of 150,000 further shares ^f £10 cacli^at par, ranking in all 
respijcts pari passu withdhe 100, OQO shares already privately issued. 
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The prospectfis contained the following announcement as to the 
business intentions of the Corporation— ^ 

^ « 

THE BRITISH TRADE CORl’ORATION has been incorporated by 
Royal Charter w*th ^ view to carrying out the recommcnda/ions «f the 
Departmental Committee of the Board of Trade appointed " to consider 
the best means of mefting the needs of British firms after the War as 
regards financial facilities for trade ” « 

The Corporation will specially devofe its energies to the .development 
of the trade of the BrAish Empiie m tA'ery partj of the^^world. It wilH 
provide financial facilities/lhc currency of which may extend over a longer 
period than is covered by the ii^ual advances inadi* by bankers, and it will 
be i^repa&^d to assist in opening up new channels for eiiterpiise where it is 
demonstrated that financial aid can be afforded without undue commercial 
risks ,, 

l^pon the conclusion of the war if* is believed that there will be an extension 
of the spirit of Bntish enterprise which will only leipiiie fiiianci#.! help to 
enable it to accomplish good work for the Empiie i 

The Departmental Committee above referred to gave special consuleration 
to foreign business methods and arrived at the conclusion that much of the 
success achieved was due to close co-oidinatiun of inteiests The Corporation 
will further such co-ordmation m the case of Ihitish commercial and 
industnal undertakings, as well as afford financial assistance for the enlarge- 
ment of works and the extension of plant with a view to effecting economies 
111 the cost of production 

There exists to-day no la#*ge^ Biitish finamml mstilulion possessing an 
industrial department or an organization for study and research into new 
ideas or inventions, which is specially equipped ^lo examine and nurse new 
schemes or developments until suflicumtly pioved and ripe ior public invest- 
ment The Corporation will make this <i spe( lal hsiture of its business, 
and will aim at becoming a link between Biitish industry <uid the Jlritish 
' investor It wall take a lead in the formation of syndicates to deal with 
business of promise and importance, and it will associate with itself other 
banking and financial inst?, iitions which care to paiti(,ij{>ate m its ojjciations. 

Reviewing all the evidence, it must be admitted that a gap 
«txists in the British financial organization for providing capital 
for coinintTCial developments. Though it may be a safer specializa- 
tion for a separate organization tef undertake such financing than 
for the banks, yet there appears to l>e no valid reason why the 
leading British banks should nof gradually extend their opciations 
to cmbra(!e some of the mqdeih developnu'iits of the German 
bai>lxn1g systeiA. It will be a matter for regret if banking con- 
seivatism m this^couiitiy, and the pieseiit lack of special organiza- 
tion, should eventually force the formation of a senes of special 
trade banks.* The inaifTmatteis for bank arc the pur- 

poses for which advances are to be devoted, rather than the cuiTcncy 
of the Joans, sMbjeef to the proviso that advances for periods 
exceeding three or fojir months, and up to, say, t\^o years, shall 
bear a reasonable proportion to, the total* resources of the leading 
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bank. It is now a recognized fact that the so~call(M liquidity of 
bank re*sourccs (other tha^i legaf tender in hand^ must, under the 
modern System of credit, inevitably disappear in^imes of general 
crisis, just^when real liquidity is most needed.* • 

What has been said above and in the foregoing pages is not to 
be c(«nstrued as suggesting that the British Banks should embark 
^ upon what? i^ usually termed “ adventurous banking.” All that 
tlie remarks are intended to imply i^ that* the extended maturity 
of a loan, say loans that will be liquukitcd within a period of from 
six months to two yq^ars, should not of itself prevent an application 
for such a loan being accepted, if the loan is to be devoted to 
approval productive purposes, and the aggregate of such loans 
outstanding at tftiy time bears a reasonable proportion to a bank's 
total resources. The basic principle of sound banking is that 
loans should lead to increased production and therefore to increase 
in the continuous flow of commodities, the consumption of which 
automatically liquidates the credit used in their production and 
transport the consumer. Temporary Ipans that lead to improve- 
ment m transport facilities should also have due consideration as 
coming within the domain of banking. As has been previously 
pointed out, taking the banks collectively as one unit, loans simply 
involve pen and ink entries. The limit to the creation of such • 
entries is the amount of legal tender in ha^id and the capacity of 
the banks to obtain further supplies to meet increased demands for 
legal tender that may arise from the additional purchasing power 
resulting from increase in the aggregate amount of outstanding loans,* 
and also to meet reasonable al5normal demands. No banking system 
in the wofld can be expected to meet a collective demand f jr instant 
repayment of deposits in legal tender without Government action. 

A loan made to a householder for household purposes, or against 
property, even for three months, vs not a legitimafn banking 
transaction. It does not lead to increased prodiibtion or •move- 
ment of commodities. The banks have gicat po\Yer in their hands 
for good or evil from a national standpoint. * ^ 

Probably tlie best solution to meet Bullish banking traditions 
aiTd instincts, and at the same time do permit of loans for longer 
periods than hitherto customary being made in the future, is for 
the banks to Attract a larger aimiunt of fixQtl deposits, subject to 
six oi twelve months’ notice, by offering higher rates of interest. 
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The British Trade Corporation and kindred companies formed 
in the future with similar objects will be crippled in their operations 
by the fact that 'the credit they create will pass by disbursement to 
the Joint Stocks Bat.ks, who are the generally accepted ustodians 
and manufacturers of purchasing power. If the Joint Stock Banks, 
however, create the credit, collectively, after disbursement^ they 
retain the greater part of it. 

Since the chtablishmciit of the British Trade Coiporat ion, reports 
of the business conducted during three complete years have been 
iss;*cd. In the first report, for the year ci.ided 31st December, 
1918, the directors stated that, owing to the war, the ojinmercial 
conditions existing during the greater part of the year had raot been 
favourable to the development of the Corporation's activities in 
connection with the finance of overseas trade. In the report for 
the year ended 31st. December, 1919, the directors stated that 
during the past year the expoit trade of the country had revived, 
and the Corporation had rendered substantial assistance in the 
finance thereof. The neb profits for the year were £88,340, which 
compared with £71,589 for the previous year. The report for the 
year ended 31st December, 1920, showed £119,309 net profits for 
the year, and stated that in consequence of the disturbed state of 
Transcaucasia the branch at Batoum had been temporarily closed. 
The latest balance shee^t and report of the Corporation indicates 
that acceptance business, the opening of branches in foreign 
countries, and the acquirement of shares in foreign banks is going 
to constitute a large part of the Corporation's activities. 


BALANCE SHEET. DECEMBER 31st, 1920 


c Liabilities'' Amount 

L 

Ordinary Shares ^ . . 2,000,006 

Current, Deposit* and 
other Accounts . . 2,478,361 

Acceptcnces 2,180,745 

Front and Loss* . . . 141,901 


. . £6,801.007 


» Assets * Amount 

i 

Cash 254,441 

Money at Call and Notice 700,000 

British Treasury Bills . 250,000 

Investments .... 799,265 

Bills Discounted, Etc. . 1,977,445 

Liability of Customers for 

Acceptances . . . 2,180,745 

Capital imSubsidiary Co 'r 307,380 

Furniture 4,566 

Premises 64,045 

National Bank of Turkey 243,120 

Stamp Duty on umssued 
Capital . . . » . . 20.000 


Total .... /6.g01,007 


Total . 
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The Corporation has opened ^branches at Batoutn, Belgrade, 
and Danzig, and the Nsjtional Bank of Turk^, in which the 
Corporation has acquired 96,810 shares of £\0 eacR (£2 10s. paid), 
has opened a branch at Smyrna. During 19f9 the Corporation, 
in conjunction with other banks, formed the Syuth Russia Banking 
Agcinsy, Limited, of whose capital it holds £1 6,000 
« It IS too early to 5^tate whether the utility- of the British Trade 
Coipoiation will come up to the intentions of its promoters. 

(/■) London Bankers’ Clearings • ^ 

111 the f#)l lowing table there is shown the amounts of the Town 
dealings the Mctrojiolitan Clearing, and the Country Cheque 
dealing for each year since 1910, from which it will be observed 
there has been considerable expansion in the figures since 1917. 


Year 

Town 

Cleaniig 

£ 

Metropolitan 

Clearing 

£ 

% 

w- 

Cvmntry Cheque 
Clearing 
£ 

Total 

Clearing 

£ 

1910 

12/-; ‘7,679,000 

770,872,000 

•l,lb0,3 12,000 

14,658,863,000 

1911 

1 2,8 j6, 07 1,000 

796,386,000 

1,221,420,000 

14,613,877,000 

1912 

13,813,447,000 

841,264,000 

1,307,062,000 

15,961,773,000 

1913 

14,191,275,000 

855,648,000 

1,389,481,000 

16,436,404,000 

1914 

12,434,322,000 

860,262,000 

1,370,461,000 

14,665.048,000 

1915 

10,911,090,000 

929,064,000 

1,567,571,000 

13,407,725,000 

1916 

12.328,568,000 

1,074,027,000 

1,872,451,000 

15,275,046,000 

1917 

15,699,528 000 

1,177,478,000 

2,244.490,000 

19,121,196,000 

1918 

17,031,628?b00 

1,429,611,000 

2,736,273.000 

21,197,512,000 

1919 

23,214,685,000 

1,813,929,000 

3,386.768,000 

28,415,382,000 

1920 

32,852,933,000 

2,093,750,000 

4,072,220,000 

39,018.903,000 


- -- - 



— - 

__ 


• • 

The reduction in the total clearing for the years 1914-1916 is 
to be accounted for by* restricted .Stock ]C:fchange business and 
part cessation of cur^tomary foreig^i trade, due to war conditions. 
The great increases shown in th^ various clearings since 1917 is, 
m the main, due to the great rise m cdmmodity pric^es and, ly part, 
to the issues of various war loans, and issue and renewal of Treasury 
Bills. The great flood of new industrial issues during the latter 
part of 1949 and early months of 1920 also^^ad an influence bn the 
totals of bank ck'anngs for these two years. 



CHAPTER VI 

GOVERNMENT BORROWINGS 


A REVIEW OF THE DIFFERENT FORMS OF GOVERNMElsIf 
BORROWINGS SINCE Tllli COMMENCEMENT OF iIlE WAR 

The (ilffeiciit foims of boir;owing by the Government since the 
commencement of the wai are reviewed at length in tlic following 
pages. They are consideied under the following classifications : 
War Loans, War Savings Certilicates, Treasury Bills, Wap Expen- 
diture Certificates, Exchequer Bonds, National War Bonds, and 
BDiTowmg Abroad. Fiom this revu w it will be obseived that the 
most maiked feature, of British Wai Finance during t|ic course of 
the war was a variety of forms of boi rowing coupled with repeated 
extensions of bank ciedit when Exclu quer receipts from taxation 
and loans from the pubhc weie insullicient to meet Go\'ernment 
expenditure. The economic evils inaident to undue extensions of 
bank credit aie fully discussed in other chopters. 

The First War Loan 

The fust Wai Loan, which bears 3.] per cent, inteiest, was issued 
on 17th November, 1914, for the fixed amount of £350,000,000, at 
£95 per cent., payable by instalments up to 26th Apiil, 1915, or, 
an full, under discount at the rate of 3 per cent, per annum. It 
yields oVer 4 per cent, per annum to a subscriber holding until the 
date of Redemption, tst March, 1928. The Government,, however, 
reserved the right to redeem the loan after 1st March, 1925, on 
giving three months' notice. The tolal Exchequer receipts from 
the loan ^Verc £331,798,408, jnclusivi' of. bank subseiiptions, which 
amvjufited to dver one-quartei of the total amount. Part of the 
success of the l^ian was due to an undertaking by the Bank of 
England that for a period of three years it would advance on the 
loan to the holder at 'Any time, without * margin, the full value 
expressed by the issue price at 1 per cent, under Bank Rale varying. 

It m^^y here be nofed that throughout the war the banks passed 
their “ subscriptions of grants vf credit to the Government, and 
subscriptions of customers from credit balances, by instalments 
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through the Public Accounts ^at the Bank of Efigland, their 
own balances at the Bank«of England being debited and the Public 
Accounts credited, the transactions being rcvcrsifd after Govern- 
ment dislMirscments and the return of pay n^mt •warrants (after 
being credited to customers of Joint Stock Banks to whom the 
Govefnment was indebted fo]^ goods or services). This round- 
, about prodesg of successive •transfers, at tMn<?s, involved heavy 
displacements of credit. * 

The following arc extracts from •the Prospectus issued in 
connection with thc^ fust War Loan — 

WAR l6AN, 

1925 - 1928 . 

ISSUE OF ^ 350 , 000,000 

(Of which /;i0(),000,000 has already been placed in the terms of 
this Prospect le), 

IN STOCK OR BONDS, 

bearing Interest at 3 V per cent, per annum, payable half-yearly on 
1 st March and ist Sepffember. 


Price of Issue fixed by H.M. Treasury at ^95 per cent. 


Dividends representing Interest accrued after the 7th December, 1914, ^ 
on the various Instalments as they severally fall due will be paid as follows — 
On the 1st March 1915, 4s fid per cent « 

On the 1st Scptenrbei, 1915, £1 10s lid per cent 

Applications, which must be accompanied by a deposit of £2 per cent , 
will be received at the Bank of England, Thrcadnecdle Street, London, E C , 
and may be forwarded eithei direct or through the medium of any Banker^ 
01 Stockbroker in the United Kingdom Applications must be for evefi 
hundreds of pounds • 

Furtliei .payments will be requirefl as follows — ^ 

£'^ per cent on Monday^ th« 7th Dccenibcr, 1914 
;^10 per cent on Monday the 21st liecember, 1914 
;^10 per cent, on Thursday, the 7th January, 1915 
^10 per cent, on Thursday the 2 lilt January, 1915 
^10 per cent, on Thursday* the 4th February, 1915. 

■^10 per cent, on Monday, the 22nd February, 1915. 

^10 per cent, on Thursday, the 11th March, 1915. 

^10 per cent on Thursday, the 25th March, 1915. 

;£10 percent, on Monday, the 12th Apnl, 1915 
;^10 per cent, on Monday, the 26th April, 19ft. 


The Governor and Company <5f the Bank of Eagland^are authorized to 
receive applications for this Loan, which will take the form either of»Inscnbed 
Stock, or Bond? to Bearer, at the option of the ^bscribers 
If not previously rede 4 mc^ the Loan will be repaid at par on the 1st March, 
1928, •but His Majesty’s C^overnments reserve to themselves the r^ht to 
k * 
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redeem the Loan at par at any time on or after the 1st March, 1925, on giving 
not less than three calendar months' notice in the London Gazette. 

The instalments may be paid in full on or after the 7th December, 1914, 
under discount at the rate of 3 per cent per annum. 

Scrip Certificates to Bearer, with Coupon attached for the dividend payable 
on the 1st March, 1915, will be issued in exchange for the provisional receipts. 
As soon as these Senp Certificates to Bearer have been paid in full they can 
be inscnbed (i e. can he converted into Stock) ; or they can be exchanged 
for Bonds to Bearer (as soon as these c^n be prepared) in denominat.ons of 
;^100, ;^500, and ;(^1,000 Inscnbed Stock will be transferable m any 

sums which are multiples pf a pejmy * 

The List of Applications will be Closed on or before Tuesday, the 24th 
November, 1914. i 

Bank of England, London, nth November, 1914. 

If the loan had been a 4 per cent, one, issued at pa^*, public 
subscriptions would undoubtedly have been giveater than they 
were. The terms of issue — Sf per cent., issue price £95 — were a 
miscalculation. Th^ loan at its issue price only yields about 
£3 13s. 9d. per cent., although it will eventually cost the Govern- 
ment fully £4 per cent., when the cash bonus of £5 at redemption 
is taken into consideration. To meet the increased cost of living 
under war conditions, investors naturally prefer a loan yielding an 
immediate 4 per cent, to one eventually yielding 4 per cent., but a 
lower rate for the present. It is a well-proved fact that market 
prices of stocks do not reflect the promise of future cash bonuses 
until a few years before date of redemption. 

The Second War Loan 

Tlie second War Loan, which bears 4J per cent, interest, was 
issued ofi 21st June, 1915, nominally at par ; but, owing to the 
acceleration of the first payment of interest, really at £98 16s. per 
cent. The date of redemption of the loan, at par, is 1st Decembei, 
1945 ; but the Government Wisely reserved the right to redeem 
the loan ht any time on, or after, 1st December, 1925, on giving 
thfee‘‘calenda^ months' notice. As in the case of the first loan, 
subscriptions w^re made payable by instalments, but might be 
paid full on or after 20th July, 1915, under discount at the 
rate of 4^ per cent, pel annum. Concurrently with the issue of 
the prospectus, and whilst - the application list remained open, 
widespread appeals to patriotism were made by extensive Press 
support and advertisements. Many of the advertisements were 
powerful direct appeals to wqmcn to subscribe to the loap, and 
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thus help their fighting countrymen. The popularizing of the 
loan thAiugh the Press w^s a wise policy. The total Exchequer 
receipts from the loan were £592,479,544, inclusive of bank sub- 
scriptions, ^which amounted to nearly a third cl the total amount. 
No fixed amount to the loan was stated by the prospectus. 

Th^ leading features of the prospectus issuM in connection with 
the loan ai^ .shown below — ^ * 

£4 I OS. % WAR LOAN, 

1925-1945. 

ISSUE OF STOCK ‘OR BONDS 

Bearifig Interest at«4i per cent, per annum, payable half-yearly on 
•the ist June and the ist December. 

Price* of Issue fixed by H.M. Treasury at ;^joo per cent. 

A Full Half-year’s Dividend will be paid on the Ist December, 1915. 


Applicatioi . which must be accompanie^l biy a deposit of £5 per cent , 
will be received at the Bank of England, Threadneedle Street, London, H C., 
and may be forwarded eitlfer direct or through the medium of any banker 
or stockbroker in the United Kingdom Applications must be for even 
hundreds of pounds 

Further payments will be required as follows — 

;^10 per cent on Tuesday, the 20th July. 

^15 per cent on 'Suesday, the 3rd August 
^15 per cent on Tuesday, the 17th August 

£15 per cent, on Tuesday, the 31st August 

^10 per cent. o» Tuesday, the 14th September 

;£10 i^ei cent, on Tuesday, the 28th September 

^10 per cent on Tuesday, the* Pith October 

;^10 per cent on Tuesday, the 2(Hh October 

The Governor and Company A)f the Bank of England arc authoiizcd to 
receive applications for this Lyan, which %ill take the form either of Inscribed 
Stock, or Bonds to Bearer, at the option cd the Subscribers 

If not previously redeemed, the Lo.tn wyl be repaid at par ^n the 1st 
December, 1945, but His Majesty's Government reseive t» thcmselires^the 
right to redeem the Loan at par at any time on, or after, tli‘ 1st December, 
1925, on giving three calendar months' notice in the Lo}i^on Gazette. 

The instalments may be paid in full on or after the 20th July* 1915, under 
discount at^he rate of 4J per cent, per annum. , • 

Scrip Certificates to Bearer, with Coupon ^attached for the dividend 
pajpable on the 1st December, 1915, will be issued m exchange for the pro- 
visional receipts As soon as thcae Scrip Certificatui have been paid m full 
they can be inscribed (1 e. can be converted into Stock) ; * or, they can be 
exchanged for Binds to Bearer (as soon as these can be prepared) m denom- 
inations of ;^100, ;^200. ;^00, ;^1,000, J5,000, and ;^f0,000 Inscribed Stock 
ivill be»transferable in any sifms which fre multiples of a penny. 
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In the even^ of future issues (other than issues made abroad or issues of 
Exchequer Bonds, Treasury Bills, or^ similar short-dated Securities) being 
made by His Majesty’s Government for the purpose of carrying on the war, 
Stock and Bonds<ot this issue will be accepted at par, plus accrued interest, 
as the equivalent of cash for the purpose of subscriptions to such issues. 


CONVERSION OF 

£3 lOi. per Cent. War Loan. 1025-1928 I £2 168 . per Cent. Annuities p 

£2 lOs. per Cent. Conao}a I • £2 10s. per Gent. Annuities 

Holders of £A 10s per c'^nt War Loan, 1925- 194F, will have the additional 
nght, in respect of each ;^100 Stock (or Bonds) held by them, and fully paid 
in cash, to exercise one or otht of the four following options of conversion, 
p^pvided application for conversion is made not later than the 30th 
October, 1915 

Option 1. Conversion of £3 lOs per Cent War Loan, 19'’5-1928. — To 
exchange Stock (or Bonds) of £3 10s per Cent. War Loan, 1925-28, to an 
amount not exceeding ;^100 nominal, for fully-paid S+ock (or Bond^?) of £A 10s. 
per Cent. War Loan, 1925-1945, at the rate of £100 of the former, with a cash 
payment of £5 per cent thereon, for £100 of the latter 
Option 2 Conversion of £2 IO 5 per Cent Consols — To exchange Slock 
(or Stock Certificates) o' £2 10s per Cent. Consols, to an amount not exceeding 
£75 nominal, for fully-paid Stock (or Bonds) of £4 10s per Cent War Loan 
1925-1945, at the rate of £75 of the former for £50 of the latter 
Option 3, Conversion of £2 15s per Cent Annuities —To exchange Stock 
(or Stock Certificates) of £2 15s per Cent Annuities, to an amount not exceed- 
ing £67 nominal, for fully-paid Stock (or Bonds) of £4 10s perC'ent War Loan, 
1925-1945, at the rate of £67 of the former for (50 of the latter 
Option 4 Conversion of £2 10s. per Cent Annuities — To exchange Stock 
(or Stock Certificates) of £2 10s per Cent Annuities, to an amount not exceed- 
ing £78 nominal, for fully-paid Stock (or Bonds) of £4 10s per Cent. War 
Loan, 1925-1945, at the rate of £78 of the former for £50 of the latter 
The List of Applications will be closed on or before Saturday, the 10th 
July, 1915 

Bank of England, London, 21s/ June, 1915. 

Subscribers to the loan ob\ loiisly obtained many' special piivilcgos. 
The definite promise that m the event of future issues (other than 
issues made abroad or issues of Exchequer Bonds, Tieasury Bills, 
or similar short-dated securities) being made by the Government, 
for the purpose of carrying on the wa^*, stock and bonds of the 
4i per cent, loan would be accepted at par, plus accrued interest, 
a!f-tK:e cquiv^ent of cash for the purpose of subscriptions to such 
issues was a v^ery equitable provision, for it was only fair that 
subscribers to early War Loans should receive the same rate of 
interest as subscribers*tt) later War Loans. Without suen a promise, 
many investors would wait* before subscribing until such time as, 
in th^ir opinion, t*he interest on Government War Loans had 
reached the highest, -rate likely tp be offered. For tne next eighteen 
months, however, the provision proved td be of little yalue to 
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subscribers, for during this period the Cliaiicellor of Aie Exchequer 
managed to borrow all he*needed by the issue of^ Bonds, Bills, and 
Certifieat*('s. The conversion options obtained by subscribers to 
the loan mue availed of to a considerable extdiit. • The Chancellor 
of the Exchequer slated on 17th November, 1915, that the amount 
of 3J%p. r (Vut. L oan convert ed^into the 4 J peT*Cent. Loan had been 
’•£L35,00(),()00 out of the oiitsttinding amount 000 , 000. Many 

pe(Tple, hoWLver, prefeired to continue to* hold the per cent. 
War lajari on account of its short-da A tI maturity and tl^e special 
hollowing puvileges*ittach('d to it. • 

The si(_^)nd option, namely, “ to .excliange stock (or stock cer- 
titieat(‘s^ of 2<t per c^eiit. Consols to an amount not exceeding £1S 
nominal, lor fiill^^ paid stock (oi bonds) of per Cent. War Loan 
(1925 1945), at the late of £15 of the former for /5() of the latter," 
was undoubtedly m favour of the Goveinmcrnt m the long run. 
^At a i)Tire of 665 , ('onsols yu Id 3^ pei cent , and as they are only 
i(d('emabl(' at pai at the opt 1011 of the (xovernment from 1923, 
tluy obvion-’v. if bought at reprysdit an investment yielding 
31 pc'i cent and conti 4 iumg piactKally for all time without any 
feai of c onveision to lowei nites. lIoldcTs of Consols who converted 
into the 41 pel Cent I.oan will only In^ assured of 4.t per cent, until 
1925 At the time ol wilting, mteiest lates aie high, but judging* 
Ifom the expeiien^e of the ])ast, a time wi^l assuiedly come again 
wIk'ii the mteiest late on Government Mocks will be less than 
3J j)' T ( cut Till' Chancellor of the Exchequi'r stated on 15th May, 
1916, that the nmount of Consols converted into 4o per Cent. Wai** 
Loan liad been £255,200,500, l<aving £28O,500,0OCf Consols 
outstaiuluig on 31st March, 1916 ^ . 

ITovision was made in connection with the 4J^ per Cent. War Loan 

♦ “ 

fur subscriptions of sums^less than £100 m multiples of £5 through 
the bust Olfr e 3'hei(' wen* also i-ibued scig) vouchers for 5s., 
10 s, and £ 1 , to encourage the small investor, buf, the aggr^ate 
uf these veiy smell subscriptions was not large ♦ The Chancellor 
ot the EYbequer stated on 20th January, 1916, that the uumber 
of small vouchers sold had been : 5 s., 1*^01,000 ; lOs., 421,000 ; 
£1* 827,000- and then total, value, *£1,413,^00. The number of 
£5 snip cei tificates sold was 798,220, and their 's^alue £3^91,100. 
Other subscriptions through the lAist OlTicean^mnted to £30,642,000 
and tiirough the Trustee’Savings Banks to £3,840,000. 

k • 

^ 9 ^( 1723 ) 
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In the Holise of Commons on 22iid November, 1915, the Chan- 
cellor of the Exchequer expressed disappointment at the smallness 
of the amount ^collected by scrip vouchers and scrip cWtificatcs 
of small denominations, particularly so in view of the large amount 
being paid in weekly wages. But those who have had any experi- 
ence of the collcctio^n of small deposits from the public kn?vv the 
scheme would be k failure. The wci iking classes may be divided, 
into two broad divisions : ‘ those who have not savings bank 
accounts, and those who h^fve savings bank accounts. Unless the 
Wi^rking man in leceipi of a greater income during the war was a 
saver before the war, there was little probability of his edai ting to 
save during war time. It has to be boi ne in npiid that a missionary 
campaign to persuade non-savers to save must ta*Kc years to effect 
any material result. Moreover, a gi'eat pait of the working classes 
are not in a state of nund to save unless and until they see the 
well-to-do stinting themselves. Again, much of the extra expendi- 
ture of the working classes has gone in foodstuffs ; and in the case 
of the poorer classes whe w;ere habitually underfed, any consider- 
able amount of savings could hardly be., expected. The reason 
why the working classes, who have alri'ady learnt the habit of 
saving, and wlio have, in most cases, savings bank aiTounts, have 
shown a disinclination to invest small sums m War Loans, arc as 
follows — 

1. They have in the past become accustomed to the pass-book 
system and the recognized savings banks. They like to sec their 
savings shown in a pass-book, which they may add to or take 
from as tliey may desire. 

2. Th^^y arc prepared to accept a low rate of interest, provided 
they have reasonable facilities for deposit and withdrawal, and 
absolute security. 

3. Thcf do not like to lock \\p then; money for long periods ; 
in yn^T case, tl^b major pait of it. 

4. They do not understand stock or bonds of a fluctuating 

capitg,! value. They have no place at home to ki'cp bearer bonds. 

If, instead of issuing* vouchers and scrip certificates for small 
amounts, the Goveinment had stated that the Savings Banks and 
Joint Sfock Bifnks were prepared to issue special War Loan pass- 
books, and to receive sums of Is. upwards, repayable at any time 
six months after the dedaration of peace,* or /or periods of one year 



GOVERNMENT BORROWINGS 


131 


and mulfiplcs of one year — peiiod to be fixed by depositor at time 
of deposit, interest to be itt the rate of per mit. or any other 
higher current rate — subscriptions of small sums on War Loan 
account w»uld have been gi'eater than they fiav5 been. Under 
such a scheme, it might also have been provided that any depositor 
desiriffg to make a withdrawal,, before the expiration of the period 
rfor which tlie deposit was fixed, might at any time do so ; but the 
rate of interest on the amount withdrawn would be adjusted to 
2h per cent — the customary savings *l3ank rate — for the twelve 
months piior to witlifhawal. Alternatively, a scheme might haVe 
been arrai^^’d whereby a dejiositoi .received 3 per cent, interest 
on his minimum rnoiithly balance, 4 per cent, on his minimum 
yearly balance, and 5 per cent, on liis minimum balance for two 
or more years. One great truth always to be borne in mind by 
Jihosc airang*ing for the collection of small subscriptions on War 
Loan account is that no great volume of money can ever be 
coll(‘ctc41 ill small sums. In pre-^'ar times only about 5 per cent, 
of the amou'. at anv time due to ckpdsitors m the Post Office 
and Tiustee Savings Baades repiesentcd the aggiegatc of balances 
under £10, and about 10 per cent, the aggiegatc of balances 
under £20. 

In connection with the foreg(jing remarks as to the preference 
of th(' small invest pr for a pass-book, and ficedom of deposit and 
withdrawal, it is to be noted that the greater part of the amount 
received from Scales of War Savings Certificates (reviewed later in 
the chapter) was ri'ceived frym sales of such certificates in the* 
larger denominations, indicating that their non-liabihty to Income 
Tax mado them very atjractive to popple li<*ble to this ^ax. 

The •Third War Loan 

The chief internal finaiKial event oT the thiid year of war was 
undoubtedly the issue m January, 1917, of the long^romised new 
War Loan, and the record amount of the subscriptions thereto. 
This loan was designed to pay off a large aijjiount of floating* debt, 
aiif] also to raise new money for the war. The first definite indica- 
tion that the new loan was imminent came on Monday, 1st January, 
1917, in the cassation of sales by the Government of Exchequer 
Bonds and War Ex^xaiditure Certificates, * Three days later, 
namely, on Thursday^ ,4th January, the Goveinment announced 



132 


BRITISH FINANCE, 1914-1921 


•e 


that no furtfier sales of Treasury^ Bills would be made at present. 
On Saturday, 6^h January, an official announcement was made 
of the date of fssue of the new loan. On Thursday, lltfi January, 
at a mass meriting held at the Guildhall, the Chanci?llor of the 
Exchequer announced the terms of the new loan, the actual pros- 
pectus being issin^the following^ day. The mam features- -of the 
loan arc shown hi the following •xtiaets from the' prospectus,, 
from which it will be'obseived that the < hief feature was that it 
consisted of two sepaiate is<,’iies : one beaimg 5 per cent, per annum 
interest, subject to Income lax, and issiiealMat £95 pt-r cent. , the 
other bearing 4 per cent peg annum interest, her of iTicomc Tax, 
and issued at pai - 


ISSUE OF 


ISSUE OF 


£s % WAR ^LOAN, 

1929-1947. 

IN STOCK OR BONDS. 
Interest payable ist June anc’ ist Dec. 

Fiia Dividend as f.dlow^ luvaMi lit j in., 
1917, on 

“lullypiid MIotrni III',” f\ 8 0";, 

“ liiitahn. lit Mlotru ril ,” >_}) 11 Kt? , 

Price of Issue /95 per cent. 


^4 % WAR LOAN, 

1929-1942. 

(“Income I'l'C compounded”) 1 

IN STOCK OR BONfoS. 
Interest payable 15th April and 15th Oct. 

l-ir I DivkImkI i-i follow ■>, p lyablc 15th April, 
1‘)I7, 

• I nllv pud All.)tfii(nO,” 12 8% 
dll' lira Dui.l.nd on Instalmont Allotments 
uillh. 111 . full li ilf v.Mr’s Inlc iLbt payable 
Ivth October, 1917 ) 


I. For FULLY-PAID ALLOTMENTS 

On AjiplK itioii 


Price of Issue / loo per cent. 

I'lVlVlc IS follows— 

I. For FULLY-PAID ALLOTMENTS 

On \ppli( ition . . £100% 

2. For INSTALMENT ALLOTMENTS 2. For INSTALMENT ALLOTMENTS 

£15% 
£20% 
£ 20 % 
1^20% 
£ 20 % 

£100% 


,, Fricliy, 2nd Mairh, 1917 

£15-'' 


„ iTidiy, 23rd M irch, 1917 

/I 5% L 


„ WVhicsdiv, IHth Appl, 1917 

/2it'';, f 


,, WTclnc'sd ly, 9th M ly, 1917 

' /2n% 1 


„ Wednesday, 30th Miy, 1917 

£ 29 % 

t 

£‘^5% , 



\ppli( ilion 
1 iid.iv, 2nd M irdi, 1917 
1 iidiv, 2kd March, 1917 . 

Wc clnc-sclay, 18th April, 1917 
♦'VcclfK vl ly, 9th May, 1917 
W'tdnesd.iy, 30th May, 1917 


• *• 

The (/ovcrntt' and (’onijiany of the liank cif !• ngland arc authorized to 
receive applic ation's for the above Loans, which wall take tlio form of Stock 
or Bonds Uj 13earcr at the option of Subscribers , Stock may be inscribed 
as transferable in the ^tock Irainfer Books, or may be registered as 
transferable by deed 

Applications, which may be for either Loan, must be for sums vihich 
are multiples of ;^50, may be for either 

(1), " Fully •Paid Allotments,” or (2) ” Instalment Allotments” 

They will be received at the Bank r)f baigland Loans Ofhee,’ 5 and 6 Lombard 
Street, London, i: C and may be'forwarded either direct or through the 
medium of any Banker or Stockbroker m the* Unued Kingdom , 
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British Government Treasury Bills will be accepted unckr discount at 
5 per cen4 per annum, and War Expenditure Certificates will be accepted 
under discount at per cent* per annum, in both casgs as from the 16th 
February, 1917, in lieu of cash, in payment for “ Fully paid Allotments, 
provided that the entire proceeds of the Bills and Certificates are so applied 
If not prewiously redemned, the Loans will be repaid al par as follows 
/5 per Cent War Loan, 1929 1947, on the 1st June, 1947 
/4 per Cent War Loan 1929-1942, on the 15th October, 1942 
But His Majesty’s Government rcsc^rve to themselves the light to redeem 
the Loans, or tether of them, at, par at any time o» or after the under- 
•mentioncd dates, on gnmig three caleiuldj- months' notice in the London 

/5 per Cent War Loan, 1929 -1947, at any t’ 4 nc on or after the 1st June, 1929. 
£4 per Cent War Loan, 1929-1942. at any time on or after the IStk October, 

1929 • , , • 

As soon o§ the necessary statutory authority has been obtained, arrange- 
ments will be made for the acceptance ‘by the Commissioners of Inland 
Revenue 61 Stock and l^onds of these Loans at their respective issue prices, 
with due allowancc*for any unpaid interest accrued thereon, m satisfaction 
of amounts due on account of death duties, provided such Stock and Bonds 
have formed part of the estate of the deceased for a jieriod of not less than 
SIX months iiumediately preceding the date of dcat^i ^ 

• For the purpose of providing against deprenation in the market prices ot 
Bie Loans, the Treasury undertake to set aside monthly a sum equal to 
one-eiglUh’of 1 per cent of the amount of each Loan to form a fund to be 
used for pure, '•sing Stock or Bonds oteithei Loan for cancellation whenever 
the market p. - falls below the issue priye ' Whenever the unexpended 
balance of such fund reaches 10,000,000, the monthly payments for the 
time being will be suspended, but they will be resumed as soon as the 
unexpended balance falls below £10,000,000 

Stock will be transferable m any sums which are multiples of a penny 
Bonds to Bearer will be issued in denominations of £50, £100, £200, £500, 
£1,000. and £5.000 

• CONVERSION OF * 

/,4 lOs. per Cent War Loan. 1025-1945 i (,5 per Cent Exchequer Bonds, due 1st December, 

, 1920 

£6 per Cent Exchequer DonO-s, due 5th October, ' £6 per Cent. Exchequer Bonds, due 16th February, 
1919 and 1921. 1920. 

Holders of the above issues, in fulfilment of the options granted in the 
several rrospt'cluscs relating thereby may convert then holdings, in whole 
or in pait, ’as on the 16th I'Vbniary, 1917, ajid receit^e m heu theipof £5 per 
Cent. War Loan, 1929-1947. anil or £4 per Cent War Loan. 1929-1942. at 
the rate of , • ^ 

£105 5s 3d £5 per Cent. War I.oan, J929 d947, foi e.ich £100 converted , 
or • 

£100 Os Od. £4 per Cent. War Loan, 1929 1942, for each £J00 converted 


Holdings of these issues do not carry any rights of ^onveraion into any 
future issue# that may be mach* by His Majesty's Government • 

The Lists for both ('ash and (Anivcision A].t)fications will be closed on 
P'nday, the 16th February, 1917 

Bank of England, 11//j January, 1917 ^ 

* On I7lh J miiary • ISl?, tlif* Troisury announced that ihi^ roiulition would be Wriued in favour 
of holding’s of th<‘ new Loan (whether acquired ]»v f I'h Mih.ciipli^i or liy conversion) which hid 
formed part of the estate of thegletf ^ed (ontinnously up to tfic dilo ot death from the date of the 
original Pubscription or applicalon for conversion • 
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The lists i;ere open for five weeks, yet the prospectus offered 
no inducement m the shape of discouijt to intending applicants, 
who desired totpay up in full, to subscribe much befor\.‘ the last 
day fixed for tfie r<^ceipt of applications, namely, 16(h^ Fi'briiary, 
for the amounts of the first interest payments proved that interest 
only commenced U run from 16th February. This orvassion 
occasioned some oomment, as tendyig to red aid early fully-paid^ 
applications and to cause a'grcat lush dining the last few days 
of the issue of the loan. But the Treasury on 17th January made 
thf following announcement — ^ 

" In order that early applicants for the loan may notb suffer loss 
in interest for the whole period during which the subscription list 
remains open, a special interest paymi'nt will die made at the 
following rates m respect of all applications which are paid for in 
cash, and not by the„ discounting of Treasury IFlls or .War Expen- 
diture Certificates, and are lodged at any bank in the United' 
Kingdom before the close of January — ^ 


To applicants for “ Fully-paicl Allotnnaiis " . . . 3s 4cl per cent ^ 
To applicants for “ Iristdlment Allotments " iA £500 

and upwards 2d per cent. • 


, Warrants for this payment will be issued by the Bank of England 
with the allotment notices." 

The effect of the above offer was to accelerate the receipt of 
applications for fully-paid stocks and bonds, and to cause a spi'Cial 
,Jnrush of applications during the last few days of January. 

In tha case of subscriptions on ‘die instalment principle, the 
propectus stated that the instalments might be paid in full on 
or after ^nd March, 1917, iihdcr discount fit the rate of 4 per cent, 
per annum, discount in cases ‘vvhere payment was made between 
two installment dates to bir caloulated from the instalment date 
ne^ succeeding the date of such full payment. 

Two novel 'features of the terms of issue, as shown by the 
extracts from the prospectus, were the provision of a sinking fund 
and tfie acceptance in ‘future of the stock and bonds m payment 
for Death Duties. Tlie objei t of these two provisions was obvioiH^ly 
to exert a steadying' influence on tlie future market price of th(' 
loans. The acceptance of the st(;ck and bonds at their issue price 

f 

* On the amount applied for 
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in payment for Death Duties must materially lesseh any volume 
of forced selling of tlie 5 pcT Cent! and4per Cent. Loans in connection 
with thf^ realization of deceased estates. Judgihg by the rapid 
appreciation in Government credit after the chifie o/ the Napoleonic 
Wais, it appears to be very probable that the Government will be 
able^o convert both the 5 per Cent, and *4 per Cent. Loans to 
lower rate'? interest on Is^ June, 1929, and 45th October, 1929, 
the respective dates from which the’Govcxnimcnt has reserved the 
right to redeem the loans. The ther# outstanding amount of the 
loans will not, of cqjirse, be actually paid off in 1929, but holders 
will be m¥ited to exchange their holdings for stock or bonds bearing 
a lower rate of interest, objectors being paid off in cash, raised, 
if necessary, by •sales of the new issue in 1929. In connection with 
the future, it is worth remembering that Government credit at all times 
is largely governed by the excess of 'production over consumption by 
the community. As the excess increases, the rate of interest on gilt- 
-edged ^securities tends to fall; as the excess diminishes, the rate of 
interest ten a ^ ^o rise. 

In the matler of the true interest yield from the 5 per Cent. Loan, 
there has been considerable discussion and some difference of 
opinion. Owing to the loan being issued at a discount, the yield 
can be considered from three different standpoints, as showiv 
below — ■ • 

1. The actual half-yearly interest payments are equivalent to 
£1 12s. 7^(1. per cent, on the issue price, or a yearly rate of £5 5s. 3d. 
per cent. payaLlc half-yeaily. If the half-yearly interest paymeijt 
due 1st June in each ycaf be invested on that date until 1st 
December, the date of the .second half-ycar^y interest payment, at 
the rate of £5 5s. 3d. *pef cent, per* annum, jiayable half-yearly, 
the total yield per ann«m would* be £5 Gs. 7M.,per cent., plus a 
payment of £5 at date of rederflpticji or conversion. 

2. If the prediction of the loans being converted in 19fi9 be 
fulfilled, and the cash payment of £5 due at the date of redemption 
be considered as discounted over the period 16th February, 1917- 
1st June, 1929, the true half-yearly yickFon the issue price of the 
f> per Cent. Loan during the period •! 6th February, 1917-lst June, 
1929, will be £2 15s. 8d. per cent., or a yearfy ratc*of £5 11s. 4d. per 
cent., payabfe half-yearly. If tjie half-yeariy interest payment due 
1st June in each ye|r be invested. on that date until 1st December, 
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the date ofothe second half-yearly interest payment, at the 
rate of £5 11s. 4d. per cent, per annuri], payable half-yearly, the 
total yield per annum would be £5 12s. lOld. per cent. ' 

3. Should the,, 5 per Cent. Loan bo not redeemed or ^converted 
until 1947, and the cash payment of £5 due at the date of redemp- 
tion be considered at discounted over the period 16lh Febriaary, 
1917-lst June, 1947, the true half-y(;:aily yitdd on the 'issue price 
of the 5 per Cent. Loan dun/ig the period 16th I'ebruary, 1917- 
lst June, 1947, will be £2 I3s. 4d. per cent., or a yearly rate of 
£5 (Is. 8d.* per cent , payable half-yearly. If the half-yeaily niteiest 
payment due 1st June in each year be invested on that 4 late until 
1st December, the date of the .second half-yearly iut('rest j^iyment, 
at the rate of £5 6s 8d. per cent per annuin/payable half-yearly, 
the total yield per annum would be £S 8> IJd per cent. 

From the time of t,he Chanc('llor of the Kxcliequci ailnouncing 
at the Guildhall the terms of issue of the in w loan and up to the 
closing of the lists on 16th Febiuary, 1917, .1 widesjna'ad ( ar^ipaign’ 
to popularize the loan wa^^ underta*k('ii by the Go\ ('ininent, loyally 
and unanimously suppoited* by the Press, the banks, and the 
stockbrokers. The banks and stockbrokers sent out to their 
customers a copy of the prospectus, arc ompanied bv a strong 
.letter-appeal from the Chancellor of the ]C.\('he(iuci. The banks 
publicly advertised tha^t they were jiri pared to giant loans not 
only to existing customers but to strangers to (nabh' them to 
subscribe to the War Loan, provided tli*' a])pli<'an(s Wfre m a 
j^sition to pay off the advances within a uasonfibh' tinu'-the 
expression" reasonable timt* '' gf'iu lally being understood to mean 
periods ranging from ^six months t»o two years, accoiding to the 
individuaf' circumstances of *the applKnunt^. 44ie obje ct of this 
offer, which, it 1^ to be noted, ^as madck^after consultation with 
the Chancellor of the Exchequer, was twofold , first, to endeavour 
to le^d to reduced consumption of goods and serviC('s thiough the 
individual morfgaging for a pi nod part of his future income; 
secondly, totjbviate, if possible, the banks tluanselvis being called 
upon to subscribe on a Ifnge scab* to the loan. To the 31 pei Cent. 
Loan issued in November, 1914, tlu' banks, on lequest by tfte 
Government, subscrib(?d about 100,^00,000, and to tln' 41 per 
Cent. Loan issued m Jyne, 1915. aljc.iit ,f200,000,000. ' It is shown 
in the chapter dealing with tlie Jianking position during the, war. 
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that bank subscriptions to War Loans cause an exp^insion in the 
aggregate of the credit baiances'due to their customers, for when 
banks subscribe to War Loans, taking the bai^ks collectively, 
they 111 ni^ effect contract with the Governmtnt,«in return for a 
ceitam rate or rates of interest, to credit the amount of their 
subscriptions to customers to whom payments are due from the 
^Government for goods and seivices. This the banks are able to do 
because they arc the generally accepted custodians of credit. The 
policy of financing the necessities of war by a great extension of 
bank cicdit is danger^ius, because it inevitably leads to mflatior»of 
puces of c'rimmodities, by reason of an increase m the purchasing 
power of the community, and eventually gi\cs rise to growing 
(liscontiMit among the masses. 

The laie of nitcTest which the banks agreed to chaige the public 
for temiporary advances devoted to applicatnwis for the War Loan 
*is geneially undei stood to have been 1 per cent under Bank Rate, 
with aiinmimuiu of 5 per cent. 

The public had eveiy facility preseu'^ed to them for making 
applications fm the Wai Loan, for, as the prospectus stated, sub- 
scriptions were made receivable m multiples of £50, through the 
medium of any bank or stockbroker m the United Kingdom. 
At the Post Offices, arrangements were made for receipt of sub- • 
scnptioiis under £50 in multiples of £5. Tit mi^et the convenience 
(jf people who were, for various leasons, unable to attend during 
oidinaiy business hours, some of the banks opened their offices m 
the evenings for ri'ceipt of applications, and to alford mformationt* 
K'lating to the loan and co!i\’ersions. It is May giat^fying to 
lecord that one pnjvinc'ial banlf (West York^shiie) illnnnnali'd its 
Maiious olliiLs at night with a laige notice reading: “ iiYu may 
apply for War Loan here •— daily, *0 to 3 ; Thursdays, 9 to 12 ; 
Saturdays, 10 to 3 . Evenings, *6 t/> 8.” With siu^i a spirit 
permeating financial institutions, the success of the lofyi was assured. 

The fiist official intimation of the great succes^^ of the loan was 
given by the Chancc'llor of the Exchequer m a prelimmary^statc- 
ment to the House of Commons on MoncH^, 19th February, 1917. 
Thf Chancellor stated that line total ftmount of new money would 
ceitainly exceed ^(700,000, 000 ; but the exaci anumut wa^^ not on 
that date a‘^certainable, because between 800,000 and 300,000 
applications had yet jio be examini^d. A week later, on IMonday, 
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26th February, the Chancellor announced in the House that his 
estimate of unexamined applications had proved to be much 
below the mark^and that the success of the loan had exceeded all 
expectations, the total amount applied for having just exceeded 
£1,000,000,000, made up as follows — 

£ '' 

Applications through the Bank of Engfand . . 19, 586,000 

Amount of Treasury Ihlls con''^crted . . . 180,711,950 

Applications through the Post Office .... 30,715,000 

Amount received dunng the c^jrrcncy of the applications 
for the loan through War Savings Certificates . 19,300,000 

Total /I,000i312.950 


Of the total amount applied for, only £22,000,000, or about 
2 per cent, of the total, represented applications for the 4 per Cent. 
Tax-free Loan. Fop many months previous to the issue of the 
War Loan, the Government had been advised by sundry persons 
that a tax-free loan would prove very popular. The resub shows 
that such a loan was at "diat time unpopular, investors preferring 
to accept uncertainties m the rate of future Income Tax to the 
deduction of a fixed rate for the duration of the loan. Later, when 
the daily growing cost of the war made it certain that the Income 
' Tax must soon be raised, the 4 per Cent. Loan began to be bought, 
and by 7th June its price was £101, while the 5 per cent, stood at 94 J. 

Tlie Chancellor’s explanation of including converted Treasury 
Bills in the total amount of the loan was that Treasury Bills are 
•■Tor comparatively short dates, the average at the time the loan 
was issued being about four months'. Sales of War Savings Cer- 
tificates during the currency of tht* applications for the loan were 
included because such sales received k great impetus on account 
of the widespread appeals that" were the^i made to patriotism. 

With reverence to the nutabef of applications for the loan, the 
Chancellor's .statement was as follows — 

" The number of applications to this loan was, through the 
Bank. 1,089,000 ; but that does not in reality represent all the 
individuals, because rtfaiiy of these loans were made by firms on 
behalf of employees. The Clumber of applications tlu'ough the 
Post Office was 1,000,000. As regards War Savings Certificates, 
it is not possible to gwe more thj'n an estimate, for the reason it is 
probable that some individual bought Inorf*; than one certificate. 
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There were 400,000 who took sums of £12 and upwards, and these 
may be regaidcd as individual subscribers. The pumber of 15s. 6d. 
ceilificatcs sold was 5,000,000, and it is a safe ‘assumption that 
they rcjir^scnt an average of two to each inditiditol. That means 
an addition to the subscribers of 2,800,000, making the total 
numfeci of subscribers to this loan 5,289,000! Compare this with 
• the Geiman figures. To tho fifth loan the nifluber of subscribers 
was 3,810,000, to the fourth 5,280,000, again showing a falling 
off in the latest loan as compared wfth the previous loan. But, 
in the Gcrinan loarb, every subscriber of a shilling and upwards 
was included ; but in our War Savpigs Committ('cs, arrangements 
are made to receive, week by week, small subscriptions until 
they reach 15s. *6d. : and I am informed that if every applicant 
of that kind were taken into account, the total number of appli- 
cants to this loan would not be less than* 8,000,000 people, as 
^against the last Geiman loan of 3,810,000, whihi the population 
of Gefmanv is lucarly v50 ptT cent, gi eater." 

Further .ii d more exact figuies epnoerning the success of the 
War Loan, coupled wi^h full particulars as to conversions of the 
4| per Cent. Loan and Exchequer Bonds, weie given to the House 
of Commons on Wednesday, 2nd May, 1917, by the Chancellor 
of the Exchequer in his Budget Speech, from which the following* 
table has been cqmpiled * 


The Great War Loan of 1917 ^ 


p ^ 

5% 

* War Loan 
issued at 
• £95 

• 

4% 

War Loan 
issued cit 
, Par 

Total ** 
Nominal 
Amount 

• 

New Subscriptions, inclucfing 
Treasury Bills of £ 1 30,7 1 1 ,950 

•£ 

9G6,04St000 

£ 

• 

22,658.000 

£ 

988,706,000 1 

Stock and Bonds exchanged for 
4^ per Cent War Loan 

5 and 6% Exchequer Bonds . 

821,005.000/ 
282,792,000 f 

. 

m 

28,72(^000 

« 

1,132,523,000 

. 

Total issued against Conversions 

1,103,797,000. < 

'28,726,000 

1,132,5'23.000 

• 

Total Stock and Bonds outstand- 
mg of 5 and 4 per ('ent. Loans 

$ . 

'2,069,845,000 

5*1,384.000 

2,121,229,000 

• 


* Cash, 5 per ('ent T oaii. ;^9 17,746,000 ; 4 per^Cent Loan, ^22,658,000 
Total,* £940,404,000. ^ • 
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The table oh page 139 is exclusive of receipts from sales of 
War Savings Certificates. 

Not all holdcrs^of the4J per Cent Loan of 1915 and of Exchequer 
Bonds exeicised? their option to conveit into the new loan, as 
will be seen from the following peicentages given by the Chancellor 
in his statement — 



Of outstanding amount of 

• 

41% 

War Loan 

Exchequer Bonds 

5% 6% 

Percentage converted into New 
War Loans 

97 5 

1 

; 610 12 9 


The small percentage of 6 pei Cent Exclnquei Beiul^ converted 
is explained by the loss m interest up to Iblh Fi'hruary, 1920 (date 
of redemption of 6 per Cent Bonds), that would b(' involvt'd to the 
holder by the act of convei^ion, though, if a peimanent holder, 
he would probably in the long run gain by Lonversioii. 

The final figures of the great War Loan weie as follows — 


‘ Exchequer Receipts 8,459,330 

Nuplber of Applications^ 

Five per Cent War Loan- - 

Number of applications through the Banks of J'.ngland 

and Ireland ........ 1,066,111 

Through the Post Office . . . . . 932,742 

“ Total .... 1,998,853 


Four per C^nt War Loa % — 
Total number of applications 


24,771 


An interesting feature about the new loan was that from 70 to 
80 ptr cent, ofthe total amount of applications was paid up in 
full. Such a percentage means that the banks had to make 
arrangements to pay over to the Treasury, in the course of a few 
weeks, between £600,000,000 and £650,000,000 (after making 
allowance for surrender of Tieasinv Bills by applicants), dn 
amount ,approxi'mately equal to half the total amount of their 
customers' credit bala\iccs, usually termed deposits This gigantic 
^ According to Parliamentary Papers issued l3th July, 1917 * 
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financial operation was carried through by the Treasury disbursing 
the amounts daily paid over by the Joint Stoc|^ Banks to account 
of the War Loan almost immediately on receipt of the same, 
thus quifikly restoring in the aggregate the dcpi^its of customers 
of Joint Stock Banks and, therefore, the balances of the banks at 
the •Bank of England. The transfer was^helped by the Joint 
Stock Binks (.ailing m par^ or the whole of •their spare balances 
lent to the Bank of England foi short peiiods, and by temporary 
borrowing to some extent fiom the !Sank of England. The Joint 
Stock Banks weie «ble to boirow fiom the Bank of England at 
5 pci ceift. tor a month, or 5| per t,ent. for longcT periods. 

In it% issues of 24jth February, 3rd March, and 10th March, 1917, 
The Economist ihade the following comments on tlm Weekly Returns 
of the Bank c^f England, dated 21st Imbiiiary, 28th February, 
and 7tli Mnich, 1917 - • 

The Bank Return sliows a decrease of /sO, 000, 000 in the Government 
Securities, presumably due to the lep.iyinent of Wayb and Means Advances 
by the Trea'i’y, and an inereasc'of /49, 000. 000 in the Other Securities, 
which may i dused by the other banks laking back money that they 
had lent to the Bank of England 

The Bank Keturn showed an increase of ;^24,000.000 in the Other Securities, 
presumably cau^icd by the othei banks borrowing, oi,withdrdwjng Advances, 
from the Bank of Fmgland 

The Bank Heturn show^ed an increase of £78,500,000 in the Other Securities, 
and a decrease of ;^50, 500,000 in the Government Secuiilies, presumably 
because the Government has paid the Bank off .tnd the Bank has lent to the 
market or to the otlier banks On the liabilities side, £45, 000, 000 have been 
taken olf the Other Deposits, and £73,000,000 have been added to the Public 
Deposits It IS a wonderful example of what book-keeping can do when it 
has the confidedcc of a rich community behind it ^ 

When the issue of the War Loan was amiounccd, h wish was 
expressed in scvcial banking quarters that, in order to ayoid heavy 
displacements of cash, subscriptions to the k'an by customers and 
others should be left wh*h the collecting bank, and be drawn against 
by the Government as reqinred*for fli.sbuisemiMits, instead of being 
paid over to Guveinmcnt account at the Bank England? as in 
past loans. This course of action, howevei, .did not commend 
itself to^the Treasury, but arrangements were made for, leaving 
subscriptions with the collecting hanks •feV fifteen days from date 
of collection before transferring to* the Bank of England to War 
Loan Account. * • 

In the interval bed ween the cessation of #^ales of Treasury Bills, 
WaF Expenditure j|Cer!ificates, tind Exchequer Bonds, and the 
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ingathering of* the proceeds of the War Loan, the war was financed 
by Ways and Means temporary advances from the Bank of 
England (in reality, the creation of credits in the books of the 
Bank of England), and receipt of ordinary revenue. Tfie greater 
part of the proceeds of the War Loan was applied as gathered to 
reduction in Ways and Means Advances and payment of mat'^ring 
Treasury Bills. On 31st Decembet, .^916, tin; outstanding Ways 
and Means Advances amounted to £141,156,000. By 10th February, 
1917, the amount had rc^iched a maximum of £420,806,000. 
Tlh-.eaftcr it fill, i caching £217,526,500 ini 31sL Maicli, 1917. 
The outstanding amount of Tieasiiiy BilK was £1,115,815,000 
on 3Lt De('eml)ci, 1916; £909,046,000 on lOlh Febrnai}', 1917 ; 
and £463,705,0(X) on 31st March, 1917. The actual Exchcqnei 
recei})ts from the new loan up to 31 4 Maich, 1917, was £780,376,710 ; 
and the final figiii cs £948,459,330, as stated already. 

How much relatively greater was the success of the new loan 
than that of either of the two previous loans is better realized 
when it is borne in mind that the £332,000,000 loan^ (3| per cent.) 
raised m 1914 included nearly £100,000,000, and the £592,000,000 
loan (4J per cent.) raisid in 1915 about £200,000,000, in the form 
of applications from the banks thcimclvcs. Moreover, in the case 
of the latter loan, an artificial stimulus was given to cash subscrip- 
tions by the amounts tvhat had to be put in by holders of the SJ 
per Cent. Loan and of Consols in older to secure the conversion 
rights that were tlum offered to them, particularly the right of 
(aither conversion at par into any future issues without further 
cash payment. The ii(‘W loan mehided no direct applications 
from the banks ; but it is true that it iiKiuded a large amount 
(some estimates placed it as high as £200,000,000) of credit granted 
by the banks to the public f(jr the purpose of subscribing to the loan. 
The greatcF part of this creOit, howevei^ has a heady been liqui- 
dated, and so hds lud tended to give risi' to a permanent increase 
in banking deposits and the economic evils incident to further 
monetary inflation. But until all those who borrowed from the 
banks repay such loan'^ their subsciiptions are, in effect, bank 
subscriptions. • 

Finally, it has* to be recorded that to a very considerable extent 
the success of the War Loan wan due to the close co-operation 

1 Cash, £332,000.000 , nominal. £.^50.000.000“ 
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between the Government and the banks, and the direct encourage- 
ment given by the banks to their customers to subscribe. During 
the issue bf the 3 J and 4| per Cent. Loans there was ^ome trepidation 
on the paijt of the banks as to the extent their deposits would be 
finally depleted by customers" subscriptions to the loans. It was 
later recognized by the banks, however, that ‘the net effect of the 
tissue of wat loans on IhemseWes is a series of internal transfers of 
credits among their custfuners and themselves. Some of the banks, 
it is true, after Government disbursetnents get more than their 
siiare of tlK\ci edits otlier banks ; but this happens continuoiisly 
m p/eace iiimes, when setl lenient is^ made between the banks of 
final dififorenccs due to cross-crediting of customers" drawings. 
Once Cl edits are* created in a banking system, they can never be 
extinguished, unless they be permanently withdrawn in legal 
tender, whioh remains m circulation or is hoarded or sent abroad, 
or they are absorbed in liquidation of bank loans, public oi private. 

f 

The Fourth or* Victor^ Loan 
The Victory Loan rey^resented the foiiith great loan, apart from 
issues of lixrlicquer Bonds and National War Bonds, issued since 
the beginning of the war. It was mainly designed to pay off a 
large amount of the floating debt. The first definite indication * 
that a new loan was imminent came on €9th May, 1919, when 
the ClKiric(‘llor of the Exchequer announced that he would seek 
powers on the following Monday, 2nd June, for the issue of a new 
loan. The necessary powers being obtained on the Monday, the* 
prospectus of the loan was issued on 13th June, 1919. Twd different 
issues w^re made : one ternled Funding Loan," the other 
" Victory Bonds,"" Botli v^cre 4 per exmt. loans, but the Funding 
Loan was issued at £80 [A^r cent., a*iid is redeemable not later than 
1990, with an option to the GoV*ernrrfent of redeemingdn or after 
1960 ; while the Victory Bonds were issued at £85^ per cent.* and 
are icdeemable by annual drawings at par, l^cginning on 1st 
September, 1920. Subsciibers to the Victory Bonds consequently 
paid £5 per cent, more for their invest meiU* than subscribers to the 
Funding Loan, but the fon];icr acquired the possibility of being 
holders at any time of drawn bonds, and therefore of receiving 
a bonus or premium of £15 per* cent, at thi^ time the bonds are 
draw* for redeniptioti at* par. TIr^ yield on the Funding Loan is 



144 


BRITISH FINANCE, 1914-1921 


5 per cent., ^ho present value of the capital bonus of 20 oer cent, 
at the end of se’'^enty-one years being -negligible. Tlie immediate 
yield on the Victory Bonds was £4 14s. per cent. The Government 
has undertaken in ^the case of each loan to set aside 2]^ per cent, 
each half-year on the original amount of the loan, and after paying 
interest on th(' amount outstanding to devote the balaf’ce to 
redemption piirposVs. In the case ofdlie Funding Loan the balance 
is to b(‘ applu'd to purchases for eancc'lkitioii if the price is at 
or under par , if the price** is ovct par the balance will either be 
us^d for purcliase or otheiwise invested. In hhe case of the Victory 
Bonds, the balanee of the sinking fund is to*be applied to ledemp- 
tion of bonds drawn for payment at par. The prospectus also 
stated that botli issues will be taken in pavmenf of death duties : 
the Funding Loan at its issiu' price of £S0 per cent. ; the Victory 
Bonds at their full-face \alue of £100 per cent. Fayment for 
both issues might be made m Treasury Bills at 3.J per cent, discount, 
or m 41 p(‘r Ci-nt. War Loan ; 5p(T Cent. Exiiiequer Bonds, 1919, 
1920, 1921, 1922; 6 pei Cent. Excln'quer Bonds, 1920, or in 
4 or 5 p'er Cent. National Wai Bonds of the hist, second, or thud 
senes. 

The f(»llo\ving ext i acts show th(‘ leading h atures of the ])rospcctus 
issued m connection with the loan — 

ISSUE OF 

4 PER CENT. FUNDING LOAN, 

^ 1960-1990. 

Redeemable within 71 years by means of a Sinking Fund Interest 
payable half-yearly on the 1st May and 1st November A First 
Dividend as follows will be paid on the 1st November, 1919 — 



. Ihilly-paid 

Instalment 


Allotments 

Allotments 

On Allotments .Applied for— = 




j , 

% 

£ s d 

% 

£ 5 

d. 

•On or before the 21st June 

1 9 2 

0 2 

3 

From the z3rd June to the 28th June 

1 7 7 

0 1 

6 

From the 30th June to the .Sth July 

1 6 1 

0 0 

9 

From tbe 7th July to 12tli July 

1 4 6 

nil 


on each complete 1,000 ir fillotments of 1,000 and upwaids. 



Price of Issue, £Bo per cent. 



Payable* as follows — 


% 


I. For FULLY-PAJD ALLOTMENTS— 




On Application .... 


/80 
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2. For INSTALMENT ALLOTMENTS— 

On Application . * . . . . % • 

Pn Tuesday, the 29th July, 1919 . , * , £10 

On Thursday, the 21st August, 1919 . . . ;^10 

O^ Thursday, the 18th September, 1919 • . • . ;^10 

On Thursday, the 16th October, 1919 . . . £10 

On Thursday, the 13th November, 1919 . . ;^10 

On Thursday, the 11th December, 1919 * . . ;^15 

On Thursday, the Sth^Jinuary, 1920 ... . /;i0 


if 

The Governor and Company of the Bank of England and the Governof and 
Company of* the Bank of Ireland are authorized to receive applications for 
the above 't.oan, which tvill take the form of Stock or Bonds to Bearer at the 
option Oi^ Subscribers ; Stock may be msenbed as “ transferable in the Stock 
Transfer Books,” ^r ntay be registered as ” transferable by Deed.” 

Applications must be for sums which are multiples of ;^50, and may be 
for either (1) " Fully-paid Allotments,” or (2) ” Instalment Allotments.” 
They will be received at the Bank of England Loarys Office, 5 and 6 Lombard 
^ Street, London, E C 3, and at the Bank of Ireland, Dublin, and may be 
forwarded either direct, or through the medium of any Banker or Stockbroker 
• in the United Kingdom 

British Go 'ernment Treasury Bill? issued prior to the 1st June, 1919, will 
be accepted uuJer discount at 3J per cent. pe» annum as from the 21st June, 
1919, in lieu oi ^ ash in payment for ” Full^^-paid Allotments,” provided that 
the entire proceeds of tht Bills arc so applied ” Fully-paid Allotments ” 
made in respect of such Applications will receive on the 1st November, 1919, 
the dividend payable on that date in respect of ” Fully-paid Allotments ” 
applied for on or before the 21st June, 1919. 

Stock and Bonds of the undermentioned I.ssues will be accepted at par a'f 
the equivalent of cash in payment, in whole ly in part, for ” Fully-paid 
Allotments ” of this. Issue — 


£4 10s per Cent War Loan, 1925-1945. 

£S per Cent Exchequer Bonds, 1919, 1920, 1921, and 1922. 
£6 per Cent* Exchequer Bonds, 1920 

£4 per Cent. National War Bonds, 1st, 2nd, and 3rd Series. 
£5 per Cent National War blonds, 1st, 2nd, and 3rd Series ’ 


His Majesty’s Government und(?rtake to set a«de at the clyse of each 
half-year a sum equal to f J j*er cent, on Ihc nominal amount of the Loan 
originally created. After deducting 4;hcrefrom the amount required for 
payment of Interest on the* Loan for the half-year, the •balance of the sum 
so set aside will be carried to a Smiting I\ind which will be applied during 
the succeeding half-year to the purchase of the Loan for^cancellation if the 
price is at or under par ; when the price is above par r^will be cither so 
applied or otherwnse invested under the control of IIis Majesty’s Treasury. 
Any outstanding balance of the Loan not previously redeemed* will be repaid 
at par on the 1st May, 1990, but IIis Majesty’s Government reserve ^o them- 
selves the* right, on giving three calendar mi/fiths’ notice in the London 
Ggzette, to redeem at par at any time on or after the 1st May, 1960, any 
outstanding balance of the Loaiy not pre^lously pjirchascd and cancelled by 
the operation of the Sinking Fund 

Stock and Bonds of this issue will be accepted by the Commissioners of 
Inland Revenue as the equivalent oi cash on the basis of £S0 cash for each 
£100 Stock or Bonds su^endered, with^lue adjustment on account of interest, 
in satisfaction of amoijnts due on account of Death Duties, provided that 
10~(1723) > » 
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the Stock or Bonds surrendered have formed part of the estate passing on 
death of the deceased continuously up to the d^te of death frollfl the date of 
the original subscnptibn or for a period of not less than six months immediately 
preceding the date of death Stock and Bonds so surrendered and outstanding 
will be held for account of His Majesty’s Government until redeemed by the 
operation of the Sinking Fund or until the final redemption of" the Loan ; 
any portion of the Sinlang Fund applied in any half-year to the purchase 
for cancellation of Stock jr Bonds so held will bear to the total of the Sinking 
Fund available a ratio not exceeding that which the Stock and Bonds so held 
at the commencement of such half-year bc/e to the total of the Loan then 
outstanding 

Stock will be convertible into Bonds to Bearer (m denominations of ;^50, 
;^200, ;^500, ^1,000, and /5,000} with coupons attached for the Interest 
pa><:rble half-yeaily, and Bemds will be convertible into Stock without pay- 
ment of any fee. Stock will be transferable m any sums which are multiples 
of a penny. ^ 

The Instalments payable in respect of " Instalment Allotments " may 
be paid in full on or after the 29th July, 1919, under discount at the rate of 
3^ per cent per annum Wlicre payment in full is made between two instal- 
ment dates, discount will be calculated as from the instalment date next 
succeeding the date of such full payment. In case of default in the payment 
of any instalment by its* proper date, the deposit and any instalments pre- 
viously paid will be liable to forfeiture Payments may be made without 
additional charge at OHices of the undermentioned Banks in the United 
Kingdom. 

The List of Applications wjll be closed on Saturday, the 12th July, 1919. 
Bank of England, \2th June, 1919. 


ISSUE OF 

4 PER CENT. VICTORY BONDS 


Redeemable at par by a cumulative Sinking Fund operating by means 
of Annual Drawings commencing 1st September, 1920 Interest 
payable half-yearly on the 1st March and 1st September First 
Dividends as follows will be paid on the 1st March, 1920 — 


Allotments Applied for- > 

Fully-paid 

Instalment 


Allotments 

0/ 

Allotments 

0/ 


/o 

£ s d. 

/o 

1 s. d 

On*or before the 21st June 

2 15 9 

1 6 3 

From thb 23rd June to the 28th June 

2 14 3 

1 6 2 

From tile 30th June to the 5th July 

2 12 8 

1 6 1 

From the tZth July to the 12th July 

2 11 2 

1 6 0 


Prief uf Issue, £85 per cent. 


Payable as follow.s — * 

I. For FULLY-PAip ALLOTMENTS- 
On Application , . , . 
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a. Hor INSTALMENT ALLOTMENTS— 

On Application . • . . . . » £S 

Qn Friday, the 8tli August, 1919 . . * . ^^10 

On Thursday, the 4th September, 1919 . . ;^10 

Oil Thursday, the 2nd October, 1919 * . . £15 

On Thursday, the 30th October, 1919 . . £\0 

On Monday, the 24th November, 1919 • . . ;^10 

On Thursday, the 11th December, 1919 . . £\0 

On* Thursday, the 8th Jafiuary, 1920 . •. . £\5 

£85 


The Governor and Company of the Bank of England and the Governor 
and Company of the Bank of Ireland are* authorized to receive applications 
for the above Bonds, which will be issued m denominations of ;i^50, /1 00, 
/200, £50ri, 1,000, and.^rS.OOO 

Applications maf bo for either " Fully-paid Allotments " or " Instalment 
Allotments ” They will be received at the Bank of England Loans Office, 
5 and 6 Lombard Street, London, E C 3, and at the Bank of Ireland, Dublin, 
and may be forwarded either direct or through tht? medium of any Banker 
*or Stockbroker in the United Kingdom 

^ British Government Treasury Bills issued prior to the 1st June, 1919, 
will be^iccepte*! under discount at per cent per annum as from the 21st 
June, 1919, in 1 u of cash in p.iyment for " P'uljy-paid Allotments,” provided 
that the entire p ' ceeds of the Bills are so applied ” Fully-paid Allotments ” 
made in respect of such apylications will receive on the 1st March, 1920, the 
dividend payable on that date in respect of ” Fully-paid Allotments ” applied 
for on or before the 2 1st June, 1919 

Stock and Bonds of the undermentioned Issues will be accepted at par 
as the equivalent of cash in payment, in whole or in part, for ” Fully-paid 
Allotments ” of this Issue — ^ 

£4 10s per Cent, War Loan, 1925-1945 

£5 per Cent. Exchequer Bonds, 1919, 1920, 1921, and 1922. 

£6 per Cent. Exchequer Bonds, 1920 

£4 per Cent National War Bonds, 1st, 2nd, and 3rd Series 
£5 per Cent National War Bonds, 1st, 2nd, and 3rd Senes 

• 

His Majesty’s Government undertake to set aside at the close of each 
half-year a sum equal to 2 [ per cen\ on the nominal amount of the Bonds 
onginally ore.itcd After <Jedycting thereVom the amount reifuired for 
payment of interest on the Bonds for the half-year, the balance of the sum 
so set aside will be earned to Sinking Phnd which will be,applied by means 
of annual drawings to the redemption of tht;*^ Bonds at par (including Bonds 
which have been surrendered to the Commissioners of Inland Revenue for 
death duties as hereinafter provided), the Bonds to bo rfideemed in %ach 
year being determined by lot and paid off on the 1st Septemoer in such year, 
in accordance with regulations made by the Treasury Tihe numbers of the 
Bonds drawn for redemption on each occasion will be advertised ^n the 
London Gazette not less than two months prior ^t'g the date of redemption 
Interest on Bonds drawn for repayment will cease from the date on which 
the <Bonds become repayable The first drawing will be that for the Bonds 
to be redeemed on the 1st Septeniber, 1920 • 

Bonds of this J.ssue will be accepted at their face value by the Commis- 
sioners of Inland Kevenue as the equivalent of casjj, with due adjustment 
on account of interest, in satisfaction of amounts due on account of death 
duties, provided that the. Bonds surrendered have formed part of the estate 
passing on death of the deceased continuously up to the date of death fjom 
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the date of the original subscription or for a period of not less than six months 
immediately preceding the date of death. Bonds surrendered unefer these 
provisions will be lv=“lh for account of His Majesty's Government until drawn 
for redemption as provided m the preceding paragraph. 

The instalments ‘payf'ble in respect of “ Instalment Allotments " may be 
paid in full on or after the 8th August, 1919, under discount at^The rate of 

per cent per annum. Where payment m full is made between two instal- 
ment dates, discount will be calculated as from the instalment date- next 
succeeding the date of such full payment' In case of default in the payment 
of any instalment by its proper date, the deposit and any instalments 
previously paid will be liable to forfeiture Payments may be made without 
additional charge at Offices of the undermentioned Banks in the United 
Kingdom. 

■Rle List of Applications will be closed on Saturday, the 12th July, 1919. 

Bank of England, Vlth June, 1919. 

Tlie lists opened on 13th June, 1919, and ‘dosed on l!2th July, 
1919. As in the case of past loans, a wide.spread campaign to 
popularize the new loan was undertaken by the Government, 
loyally and unanimously supported by the Press, the banks, and 
the stockbrokers. The banks and stockbrokers sent out to their 
customers a copy of the prospectus, accompanied by a strong 
letter-appeal from the Chancellor of the Exchequer. The banks 
publicly advertised that they were prepared to grant loans to 
enable applicants to subscribe to the Victory Loan, provided the 
applicants were in a position to pay off the advances within a 
reasonable time. In fho case of this loan, howev(T, the amount 
so advanced was small. 

The final totals of the subscriptions to the Victory Loan were 
announced by the Chancellor of the Exchequer on-SOth July, 1919, 
to be as- follows — 


CASH APPLICATIONS I 
Funding Loan . . . 287,956,000 

Victory Bonds . . . ^ . 286,748,000 

, 574,704,000 


of which total, ^18,744,250 was paid for m Treasury Bills. 

^ CONVERSIONS J 

Funding Loan .... 120,617,000 

Victory Bond.s .... 72,20.3,000 

192,82^,000 


Cash appiicatmns and conversions totjiFicd to £767,52^,000. 
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On the same day, the Chancellor of the Exchequer stated in a 
written answer that direct subscriptions by H^anks in their own 
names had been : Funding Loan, ^37,692,000 ; Victory Bonds, 
£73,351,Q00 ; or a total of about ;fl 11,000,000. • This creation of 
fui'ther credit by the banks was bad finance, and must inevitably 
havf- led to further inflation with all its att(‘n*dant evils. That such 
a form of*subscription shoiiM liave been encouraged is remarkable, 
in view of the statement of the Chancellor of the Exchequer at 
the time the lists were opened that* one of the main objects of 
the loan was to im^irove tlie National Ciedit. It would have been 
far preferable that Hie total of the, loan should have been less by 

11,000,000. Thisjast creation of credit may in futme cost the 
Government, through indirect means, considerably more than the 
amount created for the purpose of swelling the total of the loan. 

The actual Excheqiu'r leceipts from Ilu“ ?oan U]:> to 31st March, 
1921, was £475.841,823. 

Tlni main reason why the cash subscriptions to the Victory 
Loan were n )t considerably greatc^' than they were was that 
subscriptions to previous loans, after Government disbuisement, 
had mainly gravitated to the accounts of produceis, traders, and 
business men generally. Ordinary depositors of banks had well 
supported the eailier loans, and had not had time to build up theif 
deposits again foi; further subscription to /oans. The reason given 
by business men, when they were asked why they had not sub- 
scribed large amounts to the last loan, was generally : We now 
require from two to three times as much liquid money to run out 
businesses as we did before the war, on account of higher’prices and 
increased wages." Thus, the Country reaped the evils inflation 
through the operation of Ihe vicious circle. 

• * • 

War Savings Ce,^<tificates ^ 

These have been issued since 19(h Februaiy, 19 1^ (pi ice l^s. 6d. 
each), at first at any Money Order Office of th(i Post Office, later 
also at bgtnks. Each certificate entitles the purchaser to £4 at the 
e^d of five years ; meanwhile, the mone/ will be repaid if required : 
15s. 6d. during the first year, 15s. 9d. at tl^e end of one year, and 
an additional Id. for each succeeding month. Each purchaser 
receives a book, in which a receipt for the payment is inserted. 

* The name was chang;pd to National Savings Certificates m June, 1920. 
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It was later stated that, in order to meet the requirements of those 
who were able to ^purchase a considerable number of certificates 
at a time, certifiliates for £12 and £25 (purchase price £9 6s. and 
£19 7s. 6d.) would be issued. These £12 and £25 certificates are 
issued without books, the certificate itself taking the place of a 
book. Single ccrtificUtes for amounts of £26 and upwards .were 
also issued later. The amount of (ierfificates that any individual 
may hold is restricted to 500 ; purchase price, £387 10s. 

No Income Tax is payablo'in respect of the accumulated interest 
on War Savings Certificates. At first, only p/^ople whose income 
did not exceed £300 a year could purchase these certificates, but 
this limit was removed on 8th June, 1916 ; and on the sgme day 
it was also announced that single certificates fo* £500, payable 
five years hence (purchase price £387 10s.), would be issued to 
meet the convenience^of those who desired to buy 500 certificates 
at one purchase. 

During the issue of the 5 per cent. War Loan (12th January-16th 
February, 1917), and for about three weeks afterwards, sales of 
War Savings Certificates showed a considerable expansion, as is 
disclosed by the table appended — 


Weekly Exchequer Receipts from Sales of War Savings 

Ceriificates for Period 26th November, 1916 — 31st March, 1917 
>1 


Week ending 

Receipts 

Week ending 

Receipts 

£ 

• • 

Dec 2 1916 . . 

1,050,000 

Feb 3 1917 . . 

2.000,000 

„ 9 „ . . 

900,000 

, .. 10 . . 

3,000,000 

„ 16 ... . 

900,000 

.. 17 „ . . 

5,000,000 

23 „ . . 

[ 600,000 

' „ 24 „ . . 

7.000.000 

.. 30 ,. . . 

300,000 

Mar. 3 ,, . . 

4,000.000 

Jan. 6 1917 . . 

i 1,000,000 

.. 10 ,. . . 

3,500,000 

.. 13 „ ' . . 

1 1,200,000 

.. 17 ... . 

1 1,000.000 

.. 30 „ . c 

1,100,000 

» 24 ., . . 

200,000 


1,500,000 

M 31 ... . 

2.000.000 

1 


The increased sales of War Savings Certificates during the period 
13th January-lOth March, 1917, was undoubtedly due to fne 
widespread nature of the public and Press appeals that were made 
to patriotism whilst the application lists for the new War Loan 
remained open. People who did not desire or see their way to 
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subscribe to the War Loan “ did their bit " by purchasing War 
Savings Certificates. , ^ 

In th? fourth Annual Report issued by the fSIational Savings 
Committee there appeared the foll(3wing classification of sales of 
War Savings Certificates since they were first issued and up to 
31st« December, 1920. The table is interesting as proving that 
the greati*r amount of Ey^T^quer Receipts* from this form of 
borrowing has been through sales’ of ceitificatcs for £25 and 
upwards. 


^.LASSIFICATION OF SALES OF WAR SAVINGS CERTIFICATES 

Ffom 19/A February, 1916, /a 31s/ December, 1920 


115,131,908 
27,836 
2,976,566 
4.029,024 
762,446 
1 5^1,038 


Single Certificates at 15s. 6cl. 

£5 Certiticatcs at 17s 6d. . 

£V1 ('ertitic.ites at £9 6s 
£25 Certificates at £19 7s 6d 
Single Certificates from £26 to £499 
r500 Certificates at £387 10s. 


£ s. d. 

. 89.227.228 14 0 

107.864 10 0 

. 27,682,063 16 0 

78.062,340 0 0 

84,635.355 5 0 

61,627,225 0 0 


123,086,818 I eavalent to 440.441,390 suigle 15s 6d 

(certificates of the total value of . . £341,342,077 5 0 


Repayments (including exchanges for War Loan, etc.) up tq 
31st Dt'cember, 1920, £61,404,669, leavii'^g net sum invested of 
£279,937,408. 

Tile following table shows the yearly Exchequer receipts from 
sales of War Savings Ceitificatcs since they were first issued — , 

• , 

Yearly Exchequer Receipts from Sales or 
• W^R Savings CER;riFiCATi.s • 


* 

Year ending 31st March, • 

, Receipts 

Weekly Average 

1916 (six weeks) .... 

£ ^ 
1,250,000 

. £ • 

208,000 

1917 

72,750.000 • 

. 1,399,000 

1918 

62,200,000 

l,19(i,000 

1919 .• 

89,500.000 

1,721,000 

d920 

72.310,000 

1,391,000 

1921 ....*. 

• 41.131.000 

791,000 

1921 (1st April to 28th May) 

5,380,000 

649,000 

Total receipts to 28th May, 1921*. 

• 

344,521*000 
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Up to date, 'cipproximately 18 per cent, of the amount invested 
in War Savings Certificates has been witlwlrawn by the subscribers. 

By a resolution passed in Coniiuittee in the House of Commons 
on 7th July, 1920j it Avas agreed that one-half of the future; proceeds 
of National Savings Ceitificates should be invested in Local Housing 
Loans. * ■* 

Early in 1921 it was announced ‘^IL at the life of WfTr Savings 
Certificates falling due for payment might be extended fiom five 
to ten years. 'o 

17ie main object of the issue of War Saving?- Certificates was to 
attract small sums f i om the' working classes. The scheme' :cuccecded 
in this object, but it is W('ll known that a large part of th^ actual 
receipts from sales of such ceitificates was cleiiVed from people 
who purchased the certificates on account of their non-liability 
to Income Tax deduckon. This particularly ajiplies to certificates 
sold for amounts of £200-^500. 

War Expen D iTUjtE Certificates ' 

On 3rd June, 1916, the’* Treasury announced that as from that 
day, until further notice. War Expenditure Certificates would be 
issued at a fixed rate of discount, which would be subject to varia- 
tion from time to time without previous notice. The Certificates 
’were issued in amount^ of £1,000, £5,000, and £10,000, and were 
drawn for two years from date of issue. Particulars of the rate of 
discount for the time being in force was notified to applicants at 
the Bank of England. The Treasury later gave notice that from 
26th June^ 1916, these certificates woukl also be issued for amounts 
of £100 and £500. War Expenditure Certificates were, in effect. 
Treasury •Bills running for two years. .At, first, they were issued 
at a price of 90 per cent., which price, on the basis of annual interest, 
yielded the holder about £5 ^s. per cent, per annum. Then, when 
the Bank R*ate ;was raised to'6 per cent., on 13th July, 1916, the 
price of the cAtificates was lowered to £89, at which price they 
remained until thbir issue was discontinued on 1st January, 1917 
(along 'with Exchequer ^onds), in view of the immmoace of a 
new War Loan. Since their date of first issue (3rd June, 191^^), 
they yielded to the EKcheqiKT £23,5v31,000 net. (Total receipts, 
£29,878,500, less £6,317,500, representing cancellation' of certificates 
tendered as subscription to the War Lq^n.) War Expenditure 
Certificates have not been re-issued since 1st January, 1917.^ 
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Treasury Bills 


In the early months of the war, tlic GovernnVent made several 
issues of Treasury Bills on the tender system. The following table 
gives the jxirticulars of these issues — • * 


• 

Date Issued. 

t 

Amoiyit. 

• 

ft 

Period. 

• 

Average Rate 
of Allotment, 

1914 

1 


1 s. d. 

August 19 . 

15,000,000 

.Six months 

3 13 1 

.. 26 . 

15,000,000 

.. 

.'i 15 6 

September, 16 . .• 

7.500.000 


2 18 6* 

... 16 . 

7,500.000 

Twelve months 

3 8 3 

October 7 . 

15,000,000 * 

Six months 

3 9 3 

.. ' 21 . 

15,000,000 

>. 

3 14 11 

November 4 . • .* 

15,000,000 


3 13 7 

1915 




February 23 . 

10,000,000 

,, ,, 

1 12 3 

23 . 

10,000,000 

Tw el vcft months 

2 17 1 

• March 30 . 

15,000,000 

Six months 

2 13 11 

* April 6 . 

15,000,000 


3 2 1 

13 . . 

15,000,000 

! ” 

1 3 14 4 

Total of Issues 

155,000,000 , 

1 • 

1 


• 


1 


On 13tli April, 1915, the Treasury announced that, until further 
notice, Treasury Bills would be issued daily, for unlimited amounts, • 
in denominations c^f 1,000, £5,000, and £1(J,000, drawn for three, 
six, or nine months from date of issue, at fixed lates of discount, 
which would be subject to variation from time to time without 
previous notice, the lates in force for the time being to be notified* 
to applicants at the Bank of England. Bills for twelve months were 
later added to the scheme. It* is, perhaps, worthy of n^jte that 
Treasury Bills were authorized as an investment for the money 
deposited in the Speci^fl Investment Departments of Trustee 
Savings Banks. •* 

This departure of the Treasury from the old sy*icm of tender 
for bills deserves commendation. On the new .system applicants 
know the ^xact rate of discount before application. The Tn^sury 
is j^le to regulate, to some degree, the ra1:e* of inflow of money by 
altering its rates from time V) time.* , 

The discount: rates on these Bills varied as follows, until the 
new system was temporarily discontinued, a!5 from 4th January, 
1917-^ 
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Treasury Bills at Fixed Rates 


Date of Fixing. 

Rates per cent 

per annun\ 

3 months. 

6 months. 

9 months^ 

12 months." 

1915 





Apnl 14 . . . 

2J 


3| 

n 

August 9 . . . 




4i 

October 27 . 



5 

5 

November 12. 

. 

5 

5 

5 

5 

1916. 



1 


March 24 . . . 

n 

4| 

! 

5 

/uiie lb . . . 

5 

5 

5 


July 14 . . . 1 

5i 

i 



Spetember 27 . . j 


1 ‘ 

1 > j 

I 

I 



The issue of nin^^ months maturities was discontinued from 
14th July, 1916. The object of the reduction on 27th September, 
1916, in the rates of discount for six and twelve months maturities, 
from 5i per cent, and 6 pur cent, respectively (the rates m operation 
since 14th July, 1916) to the uniform rate of 5.| per cent., the ruling 
rate for three months maturities, was to divert as much new money 
as possible from Treasury Bills to the new 6 per cent. Exchequer 
Bonds to be issued from 2nd October, 1916, and repayable on 
16th February, 1920, on account of the longer-dated character of 
the Exchequer Bonds. For some time previous to the reduction 
in rates, the large and growing amount of outstanding Treasury 
Bills had met with disapproval from certain fihancial quarters. 
But notwithstanding the extra i per cent, interest afforded by 
investment in Exchequer Bonds, the amount of outstanding 
Treasury Bills still contin&ed to increase after the reduction in 
rates. The amount of such bflls outstanding on 30th September, 
1916, was £1,041,488,000. «^By 16th December it had grown to 
£1,V18, 545,000* (an increase of £107,057,000), the maximum amount 
recorded as outstanding at the end of any week during the first 
three yea?s of war. On 9th December, the amount was 
£1,14?[,471,000 ; on 33rd December, £1,148, 116, OOO"; and on 
30th December, £1,115,815,000. ' 

The popularity of^Treasury Bills is undoubtedly due to their 

1 Sales ceased. • 

• Issue of 12 months’ bills commenced on 5th May, 1915. 
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\ • 

short-term character. Prior to the war, their purchaJe was almost 
entirely 'confined to banh^ and financial houses; but the new 
system of* sales at advertised fixed rates of discouAt soon brought 
a growing demand for them from the ordinj^ry .investor. The 
Treasury i^ill provides a convenient form of investment for insti- 
tutioi^ and sundry persons who have payments to make in the 
near future? Not only so, bi^t banks, financial, houses, and many 
ordinary investors like to have the fc<'lmg that an inflow of money 
will be available at definite dates in the near future, if then required 
for any purposes. , • ^ 

On Thursday, 4th January, 1917, the Government announced 
that no farther sales of Treasury Bills would be made at present. 
This entire cessation *was obviously due to the imniineiice of the 
new War Loan, the piospectus of which appeared on 12th January. 
As old bills matured, and while new bills were not available, the 
Outstanding amount rapidly declined, reaching a minimum of 
J454,4‘J8,000 (on 14th April) for the third year of war. The 
reduction of £694,067,000 in the outstiinding amount between 
16th December, 1916, and 14th April, *1917, it should be observed 
includes Treasury Bills'to the amount of £130,711,950 tendered 
as subscriptions to the new War Loan, m accordance with the 
terms of the prospectus. 

The proceeds of the new War Loan having been applied mainly 
to part payment oT Ways and Means temporary advances (which 
had greatly increased after the cessation of sales of Treasury Bills) 
and to meeting 'maturing Treasury Bills, it soon became obvious, 
that the Government would be driven to an early resuniption of 
sales of Treasury Bills, in the absence of sufficient receipts from 
issues of other forms of popular loafis. On 23rd March, 1917, 
it was announced that rales of Ti'easury Bills wpuld shortly be 
resumed on the old pre-war system ,of tender, in denominations 
of £1,000, £5,000, and £10,000 as before, and drawn for tVree, 
six, or twelve months. The first batch of such bills offered 
amounted to £50,000,000, to be tendered for on Fifiday^SOth 
March, and paid for on Tuesday, 3rd April.* The result of the offer 
wa? that applicants for three montl\s’ bills at £98 16s. 3|d. and 
above, and for six months' bills at £97 11s! 2d. and above, had 
their tenders accepted in full. Renders for , twelve months' bills 
at £95 received about 98 per ceqjt. of the amounts applied for. 
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Further issues of Treasury Bills on the tender system (until its 
withdrawal in June) are shown in the following table — 

Treasury Bil^s Issued by Tender During Third Year of War. 
Minimum Prices Accepted for 1’art or Whole of the Bills 

[Average Rate not disclosed by 7'reasury) 


Date of 
Bills. 

Amount 

offered 

, Three 
Months 

Six 

Months 

1 Twelve 

j Months. 

1917 

1 

i 

s 

d 

£ 

5 

d 

1 / 

s 

d 

Apnl 3 

50.000,000 

98 

16 

n 

97, 11 


i 95 

0 

0 

„ 17 . . 

50,000.000 

98 

16 

4 

97 

11 


i 95 
' '95 

0 

Oi 

„ 24 . . 

50,000,000 

-98 

15 

10 

9/ 

10 


0 

0 

May 1 

20.000,000 

98 

15 


97 

10 

lU 

95 

0 

0 

„ 8 . . 

20,000,000 

98 

15 

m 

97 

11 

6 

95 

1 

6 

15 . . 

25,()()0,0()0 

98 

15 

8i 

97 

11 

54 

, 95 

2 

6 

.. 22 . . 

20,000.000 

98 

16 

04 

97 

12 

1 

95 

2 

6 

„ 29 . . 

30,0(H).000 

98 

15 

IH 

97 

12 

0 

' 95 

2 

6 

June 5 . 

40.000,000 

98 

15 

9i 

97 

11 

10 

! 95 

2 

6 

12 

25,000,000 

98 

16 

01 

97 

12 


, 95 

2 


M 19 .’ ’. 

Total of issues 

i 25,000,000 
;^355,000,000 

98 

15 

9J 

97 

11 

10 

' 95 

2 



It is not possible to deduce the average rates of discount at which 
the various batches of bills issued on the tender system during 
the third year of the war were placed with purchasers, on account of 
the meagre amount of information the Treasury published concern- 
ing the allotments. All that it is possible to state is that the bills 
issued since the resumption of sales on 3rd Apiil, 1917, were placed 
' at rates at least less by J to J per cent, than the per cent, rate 
ruling at the time of the cessation of fixed rate sales on 4th 
January, 1917. 

On Monday, 23rd April, 1917, it was’announced that, in addition 
to definite amounts of Treasury Bills being offered for sale from 
time to time on the systcih of fender, applications would also be 
reedved from ^8th April for limited amounts of bills at advertised 
fixed rates of discount, such rates, m the event of tenders for 
an is'^ue of bills having been received duiing the preceding seven 
days, to be less than the average rates of allotment in respect of 
such issues. Obviously, with the desire not to divert the ordinary 
investor from the new issue of 5 per cent. Exchequer Bonds (which 
issue commenced on 13th April, 1917) to Treasury Bills, the 
Treasury also announced that* applications for Treasury Bills at 
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fixed ra^es of discount would only be received froA banks and 
discount houses, the mininfum application to be^for £25,000. The 
advertiscci fixed rates for bills purchasable under th^is scheme, until 
its withdi'awal in June, are shown in the tableiiapp*ended — 


Fixed Rates for “ Intermediate ” Tiv^asury Bills 


• Date Rate 

j Three Months • * 

Six Months. • 

Twelve Months. 

Fixed. 

Price 

Rate. 

Price. 

1 Rate 

Price. 1 Rate 

1917 

i i s d i 

1 % 

£ s d 

1 % 

I ^ ^ ! % 

April 28 . • . 

98 !(• nil 


97 13 7i 

1 4^ 

, 95 2 6 45 

May 5 .• . 

• 

1 98 16 . 8i 


97 13 7i 

1 

1 4^ 

i 95 3 9 ' 4\f, 


After eleven issues under the tender system, aggregating to 
£355,000,000 since the end of March, 1917, the Treasury announced 
^on Monday, 18th June, the diseoiitmuaiice bf the tender system 
^nd the resumption, from 19th June until further notice, of daily 
sales of Trea airy Bills at fixed rates of discount, subject to variation 
from time to limc without previous notice. The bills were to be 
issued in amounts of £1,000, £5,000, and £10,000, and to be drawn 
for three, six, and twelve months. The suspension of the tender 
system restored the Treasury Bill pioccdure practically to what it 
was when the daily sale system was discontinued on 4th January, . 
1917. Payment fpr bills issued on the neV daily system might, 
however, be made to the Bank of England not later than the day 
following the sale. On the former daily system, payment had to 
be made on the day of issue. The rate for three and six months’* 
bills offered for sale was fixed at 4.V per cent, on 19th June, and 
laised to. 4'J per cent, on 3rd ’July. Thereafter, seveial changes 
weie inad(' at dilferent clatc's. No offer was made of twelve 
months’ bills until 19tA March, 1920, presumably because the 
Treasury wished to encourage pfirchaiies of 5 pei cent* Exchequer 
Bonds. 

On 24th August, 1917, it was announced thaf periodical issues 
of British, Treasury Bills would be placed on the money mqjket of 
tl\p United States, the total amount *then authorized being 
tl50,000,000. 

The issue of Treasury Bills (and National War Bonds) ,was sus- 
pended from 31st May, 1919, in view of ^he imminence of the 
issuef'of the Victory Loan on 13th June, 1919. 
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Daily sales of Treasury Bills were resumed by the Government 
on 14th July, 1949, for two. three, and six months* maturities. 
The two months were, however, withdrawn a month later, on 
14th August. Gix '.nonths’ maturities were withdrawn from 19th 
March, 1920, and rejDlaced by yearlings. On 29th April, 1920, it 
was announced that twelve months' Treasury Bills were no longer 
on offer, and that ihree months' bills would henceforward not be 
issued m lowc'r denonimations than £5,000. Resumption of sale 
of yearling bills commepcell on 11th March, 1921. 

The following table shows the discount ratbs on Treasury Bills 
issued on the " fixed rates " siystem since ISth June, 1917 — 


Treasury Bills at Fixed Rates 


Date of Fixing 

. 

Rates per cent, per annum. 

r 

2 months 

I 3 months , 6 

months 

12 months. 

1917 

June 19 . . . 





July 3 . . . 

— 


n 

— 

Dec 27 . . . 

— 

4 

4 

— 

1918 





Feb. 14 . , . 

— 

; 

3J 

— 

1919. 




May 31 (Sales 

— 

— 

— 

— 

suspended) . 

July 14 (Sales 


3i 

4 



resumed) 


1 



Aug. 14 . . . 

— 


4 

— 

Oct 6 . . . 

— 

4i 

.S 

— 

%.Nov. 7 . . . 

— 


5J 

— 

1920 





March 19 . 

— 

5^ 



Apnl 14 . . . 

— 


— 

6i 

„ 29 . . . 

— 


1 

— 

1921 




March 11. . , 

— 

6 

— 

6 

April 21 . . . 

— 

1 

— 

6 

„ 26 . ^ . 

— 

1 ' 

— 

5| 

June ‘-23 . . ^ 1 

— 


— 

5i 

„ 30 . 

— 

1 

5i 

— 

July 7 . . . J 


1 


— 

1 FOt'^rate see particulars and table on the next page 



On 11th April, 1920 the Chancelhjrof the Exchequer announced 
in the Rouse of Commons a system of weekly sales by tender of 
Treasury Bills of fixed amounts, to be initiated on Thursday, 
21st April, which is still in o{)eration at the time of writing. 
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Tenders jnust be made by or through a bank, discount house, or 
broker, and the minimum •amount that is considered is ^^50,000. 
Tlie bills arc issued m denominations of £5,000 and Jl0,000 and arc 
dated at tl^ option of the tenderer on any busiiTessMay during the 
following week. Pn addition to the bills offered for tender, applica- 
tions Hre received for “ additional ” Treasury Bills, to be dated 
Uie business' day next succeeding the date of ai*yplication, at rates 
advertised each week, such rates being based on, but being less than, 
the average rate at which bills of like ?enor were sold by tender 
on the "niuii>day of ^he preceding week. Since the system coili- 
menced on* 2 1st April, both classes, of applications have been 
confined to three month matin ities. Twelve month bills were 
not affected by tfie new arrangements, but the rate for such bills 
was reduced from 6 to 5J on 26th Apiil, and to 5| on 23rd June. 
A week later, on 30th June, yearlings were ‘withdrawn and six 
month maturities offered at the same rate. On 7th July, the 
latter viere wiMidrawn from sale. 

The following table shows the result.^ o^the tender system since 
it again came into operation on 21st Apiil, 1921, and up to 8th 
July, 1921, the rate for ‘‘additional” bills being shown in the 
last column. 


Treasury Bills Issued by Tfj^der 
, {Three Month Maturities) 


Date 

Amount 

Ollered 

Amount 
Applied for 

f 

Average Rato of 
Discount of 
Tenders Accepted 

Rate for Addi- 
tional 3 Month 
Bills 

1921. 

i 

i f 

i ^ d 


April 21 

50,000,000 

51,930,000 

5 19 3-95 

H 

Apnl 28 

50,000,000 

• 76,735,000 

5 14 5 64 

5i 

May 5 . 

50,000.000 

94,620.000 . 

5 12 1M8 

5i 

May 12 

45,000,000 

93,355,000 

5 11 2-81 • 

H 

May 20 

45,000,000 

65,565,000 

,6 14 1102 

> 5| 

May 27 

55,000,000 

72,490,000 

5 13 1-83 , 

5J , 

June 3 

55,000,000 

84,775,000 

5 12 106 

’ 5i 

June 10 

40,000,000 

83,975,000 

5 12 2 28 


June 17 

40,000,000 

82,670,000 

5 10 1 06 * 


June 24 

55,000,000 

96,485,000 

5 6 8-89 

5 

July 1 .• 

60,000,000 

77,540,000 

5 ^-*3 34 

5 

Jul>^ 8 

55,000,000 

117,220,000 

5 3 6 64 



It is obvious’from the above table that since the tender System 
was resumed, discount rafes have materially moved m favour of 
the Government. 
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The following table shows the amount of Treasuiy Bills out- 
standing at yearly intervals since 7th August, 1915— 


Treasury Bills Outstanding 




1 

r 


At 

1 Amount 

Increase -f 


Outstanding 

1 

Decrcase - 



t 

L 

August 7, 
.. 5, 

1915 . 

236.322.000 

+ 220.822,000 

1916 . 

856.557.000 

+ 620.235,000 

4. 

1917 . 

757,977.000 

- 98,580,000 

.. 3. 

1918 . 

: 1.055.027.000 

+ 297,050,000 

.. 2, 

1919 . 

1 749.678,000 

- 305,349.000’ 

July 31. 

1920 . 

; 1,058.348,000 

+ 308,670^000 

July 23. 

1921 . 

' 1,207,187,000 

4 148,839,000 


The amouiil of Tieasiuy BilK outstanding at dilTeicnt times in 
each year has been greater than the amounts shown m the above 
table. The proceeds ol War Loans has usually only reduced 
such amount temporarily. At the end of 1918, Treasu’^y Bills 
outstanding amounted to £1,094,740,000. At the end of 1919 the 
amount was £1,106,150,000. Its lowest point during 1919 was 
£628,000,000 on 12th July. At the end of 1920 the amount 
outstanding was £1,102,109,000. 

‘ Treasury Bills held by the Joint Stock Banks are a very powerful 
means at their disposal for increasing their balances at the Bank 
of England. By omitting at any time to renew at maturity, they 
compel the Government to borrow from the Bank of England in 

• the form of Ways and Means Advances, unless the Government 
is able to meet the maturing bills out of the proceeds from War 
Loans or receipts from taxation. Furthermore, any increase in 
their balances at the Bank of England places the Joint Stock Banks 
in a position do take further supplies^ of Currency Notes from 
that instiKition. Treasury ^ilM arc therefore an excellent invest- 
meftt for th^* Joint Stock Banks, but the sooner such bills and 
Ways and Meajis Advances are considerably reduced, the better 
willly 3 the* financial position of the country as a whole. The floating 
debt is responsible for^ large amount of the inflation that has taken 
place since the year 1914. It has, in fact, provided part of the 
so-call^id cash basis of the great expansion in bank, credit. As this 
temporary cash baiRis is reduced in the future, so must there 
nec^sarily be a considerable reduction ifi bank credit. 
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Ways and Means Advances 

The armount of temporary advances outstanding 

At 5th August, 1916 was ;(;53.396.C<)0 " 

.. 4th 1917 „ ;^246, 131,000 

.. 3rd ,. 1918 ,. ;^323,414,000 

2nd 1919 ,. ;^431, 577,000 

M 31st July, 1980 „ ^203.841,000 

.. 23id 1921 „ .;^145,474.000 

As in the case of Treasury Bills, the amount of Ways and Means 
Advances outst<indin^ at different times in each year has fluctuaLcd 
considerab^, dccreasc*s taking place, after the ingathering of the 
proceeds ^jf War Loajis. Ways and Means Advances, which were 
£455, lOO, ()()() at iTie end of 1918, rose to £930,500,000 on 12th July, 
1919, but by 31st December, 1919, they had diminished to 
^^243, 174,000. Since the commencement of April, 1920, the Treasury 
ill its returns has made a separation of Ways and Means Advances 
by tlie^kink 4 England from tho/^c* by Public Departments (figures 
for a year prev s aisly also being given for tlie purpose of comparison). 

Tiie‘ Floating Debt 

The floating debt on 4th August, 1917 (outstanding Treasury 
Bills plus outstanding Ways and Means Advances) amounted to ‘ 
£1,004,108,000 , on 2nd August, 1919, to £1^81,255,000 ; on 31st 
July, 1920, to £1,262,189,000; and on 23rd July, 1921, to 
h,352,661,000. . 

Though considerable reduction was effected in the floating debt ^ 
during the last six months of 1919, the table on following page shows 
no further.net reduction effect ecrsince the end of that year , 

An interesting item in this table is the outstanding amount, 
on 30lh June, 1919, of £529,000,000 advanced by the Bank of 
England to the Government. On 12th* July, 1919, such advances 
had grown to £703,000,000. These large amounts are not to be 
reconciled with the amount of Government Seciiritios m the Banking 
Department, which on 25th June, wcue £67,000,000 ; on 2n(I Jtriy, 
£99^)00,000 , and on 9th July, £137,000,00(/. ' The large outstanding 
amounts of Bank of England »advanclis on tlje named dates have 
presumably some connection WMth Government borrowings •of the 
spare balances of other banks, thrfmgh the md^lium of the Bank of 
England, a subject wlucli was ccJiisidcrcd in the last chapter. 

11— (1723) ^ 



162 


BRITISH FINANCE, 1914-1921 


Outstanding Amounts in Million ;^'s. 


At 

Treasury 

Bills. 

Ways an( 

1 Means Advances. 

Total 

Floating 

Debt. 

By Bank of 
England. 

By Public 
Departments. 

Total. 

1914 Aug. P . 

15 

(Not separ 

ated) 

1 

16' 

1918 Nov. 92 . 

1,124 

(Not separ 

ated) I 

366 

1,490 

1919 June 30 3 . 

796 

, 529 

245 1 

774 

1,570* 

„ Dec, 31 . 

1,106 

56 

187 

243 

1,349 

i920 March 31 . 

1,107 

— 

205 ' 

205 

1,312 

,, June 30 . 

! 1,050 

70 j 

174 

244 

1,294 

,, Sept. 30 . 

i 1,139 

— 

I r43 

14"3 

1,282 

,, Dec. 31 

1 1.102 

87 

1 219 1 

306.> 

1,408 

1921 March 31 . | 

1.121 1 

— 

1 1:4 1 

154 

1,275 

,, June 30 . 1 

1,222 1 

39 

113 1 

152 

1,374 

„ July 23 . 

1,207 

18 

127 

145 

1,352 


1 War declared between Great Britain and Germany, 4th August, 1914. 

* Armistice made with Germany, 11th November, 1918. 

* Peace Treaty signed 28th June, 1919 ' 

* Highest outstanding amount at any time. 

On 23rd July, 1919, the Bank of England ceased to allow interest 
on three-day deposits made by the other banks, and it is note- 
worthy that from this time Bank of England outstanding advances 
to the Government (according to Treasuiy Returns) rapidly 
decreased, but the outstanding amount of Treasury Bills showed 
considerable expansion. 

Ways and Means Advances by Public Departments presumably 
represent sums past due or due to the spending departments 
from the Treasury. Part of such advances may also represent 
loans by Public Departments out of actual balances standing to 
their credit at ‘the Bank of England. 

a « 

4 

Exchequer, National War, and Treasury Bonds 

fin-CHEQUER Bonds. Early in March, 1915, the Treasury made 
an issue of £50, 000, 00b Exchequer Bonds in the form of five-year 
3 per cent, bonds. The system of tendering without a minimum 
price v/as adopted, and the result was that the tc‘tal applications 
amounted to £72,0CW,000, while the average price accepted was 
about £3 18s. Tlic net Exchequer receipts were £47,942,345. 
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On 16th* December, 1915, ^Jthe Treasury announced that Exchequer 
Bonds, Ccirrying interest at £5 per cent, per annuih and repayable 
at par oi^ 1st December, 1920, would be issued daily, for an 
unlimited amount, in denominations of £100, £200, £500, £1,000, 
and ^5,000. The bonds were obtainable tltrough the Bank of 
England oi* any other bank. • It was also stated that in the event 
of future loans (other than issues made*abroad or issues of Exchequer 
Bonds, Treasury Bills, or similar short*dated securities), bonds of 
this issue would be accepted, together with all undue ccflipons,*as 
the equiv.'dent of ca'jh for subscription to any such loan. On 
10th January, 1916, similar bonds were issued in denominations of 
£5, £20, and £5% at* Money Order offices. Subscribers at their 
option might leave their bonds m the custody of the Post Office. 
It was later announced that applications for the small bonds could 
^ilso be made at all the banking institutions m the country. 

The issue of Exchequer Bonds repayable on 1st December, 1920, 
ceased on rt June, 1916; but* applications were still accepted 
for 5 per cent. Exchequer Bonds repayable on 5th October, 1919, 
or on 5th October, 19^1, at the option of the applicant. On 
25th May, 1916, it was announced that Exchequer Bonds issued 
through the Post Oflice would continue to be 5 per cent, bonds, 
in denominations of £5, £20, and £50, manuring 1st December, 
1920. 

On Wednesday, 27th September, 1916, the Treasury announced 
the cessation of sales of the Exchequer Bond issue repayable. 
5th October, 1919 ; and the i?^sue from 2nd October, 1916, of new 
bonds repayable 16th February, 1920, bearing interest at 6 per 
cent, per annum, payable half-yearly 16th February and 16th 
August, in denominationif of £100, £200, £500, £1,()Q0, and £5,000, 
as before. The prospectus also stated ^as in the case cif the 5 per 
cent, bonds and the 4| per cent, loan) that in the event of fiiture 

loans (other than issues made abroad or issues of Exchequer Bonds, 

• 

^ Tills difte marks the commencement of*ttc day-to-day system oi 
bori»wmg from the gcneial public, which has t.ince proved very successful. 
Six weeks previously, namely, oii, 4th November, 1915, Mr. A. H. Gibson, 
a member of the British Association for the Advancement of Science, suggested 
in a letter to the* Treasury that the Government should adopt a day-to-day 
system of borrowing, in a form that would attract® subscnptions from the 
general, public In an article that appeared in the Bankers’ Magazine for 
August, 1915, Mr. Gibson expressed his opinion that at least ;^100,OQf),000 a 
month could be attracted Srom the public under certain conditions. , 
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Treasury Bills, or similar short-dated securities) being raised by 
H.M. Government for the purpose of carrying on the war, bonds 
of this issue would be accepted as the equivalent of cash to the 
amount of their face value for the purpose of subscription to any 
such loan, interest a^'crued to the date of the sm render of aj^ond 
to be paid in cash. 

The issue of 5 per cent. Exchequer Bonds was entirely suspended 
after Fiiday, 20th Octobei^ 1916. A Post Office issue of the 6 per 
cen^. bonds in denominations of £5, £20, and ;^50 became available 
on Monday, 16th October, 1916. 

The object of the Government in laismg the rate of interest on 
Exchequer Bonds was threefold : first, to quicken the inflow of 
loans of a comparatively short-dat('d character until a favourable 
opportunity presented itself for the issue of a long-dati'd spi^tacular 
loan ; second, to stabilize the neutral exchanges by attracting 
foreign money ; third, to endeavour to deflect new money fioui 
Treasury Bills into Exchequer Bonds, on account of the longer- 
dated character of the latter. To help the latter intention. Treasury 
Bill rates for six and twelve month maturities were reduced on 
Wednesday, 27th September, fiom 51 and 6 per cent, respectively 
to the uniform rate of S-J- per cent., the ruling rate for three-month 
maturities. For som^' time previous to the introduction of the 
new issue, sales of Exchequer Bonds had exhibited a tendency 
to decline. Exchequer receipts from this souice of borrowing 
^averaged only £4,383,000 per week for the quarter ending 30th 
September, 1916, as against £21,533,000 per week for the same 
period from increase in the amount of outstanding Treasury Bills, 
which, (5n 30th September, 1916, amounted to £1,041,488,000. 

The introduction of 6 per cent. Exchequer Bonds occasioned a 
general chorus of criticism from all financial quarters. It was felt 
that, the raisii^ig of the rate of interest was a mistaken policy. 
There was rnuch resentment at the idea that British credit had 
depreciated to such an extent as to require the stimulus of a 6 per 
cenTri‘ate of interest tpj^upport an adequate flow of new money. 
As was to be expected, the announcement of the new issue had an 
immediate and disasttous effect on tlie market value of all existing 
invest ihent securities^ According to the compilations of the Bankers* 
Magazine, the aggregate market value of 387 representative securi- 
ties fell in the period 20th September-20th October, 1916, from 
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£2,896^390,000 to £2,831,082,000— a difference of £65,000,000. By 
20th N(5vember, there was a further depreciation of £33,000,000 ; 
and by JSth December, *a further depreciation# of £39,000,000. 
For the month ending 20th September (before 6^er,cent. Exchequer 
Bonds were issued) there had been a depreciation of only £2,106,000, 
and |or the month ending 19th August an actual appreciation of 
^5,314,000.. , * 

Holders of the per cent, loan ‘manifested considerable dis- 
pleasure at the introduction of the 6 ^er cent. Exchequer Bonds. 
The new issue appemed to them to indicate the TieasuB^'s inten- 
tion to de(^ef as long as possible the exercise of the option possessed 
by holders of the 4.V per cent, loan of converting into any future 
issues of a long^dat^d chaiacter. Between 27th September and 
3rd Octobir, the maiket price of the 4J- per cent, loan fell from 
£96 to £92.J, and holdeis began to fear tlnvt their conversion- 
eights ” had no value. They were, however, to some extent 
•reassured by a statement in the House of Commons by the 
Chancellor e' the ExcheqiUT to'lhc effect that a long-dated loan 
would follow ill due course, in whibh all undertakings to the 
holders of the 4J per cchit. loan would be amply fulfilled. 

Possibly this much-cnticized issue of 6 per cent. Exchequer 
Bonds was due to the fact that the Government of the day did, 
not sufficiently realize that, as time goes o:t, the rate of inteiest, 
in itself, has h'ss ^nd less influence m attracting War Loans of 
sufficient amount, the main factois making for large aggregate 
subscriptions being widespread, continuous appeals to patriotism 
every conceivable facility hfr .the public making applications ; 
popular foims of loans ; and an.occasional gentle hint, particularly 
to those quarters wheiv* resources aVv^ilable for loans ait) known 
to be laige, that compulsory investment will be necessary if suffi- 
cient amounts of voluntary subscriptions are not continuously 
forthcoming. Some allowance should be made fw^ the fact* that 
a high rate of interest has some influence in encouraging 
people to save and in preventing extravagance *and nnnec^ary 
consumption. • • 

Ttcasiiry sales of 6 per cent. Exchequer Bonds were discontinued 
on Monday, 1st January, 19l7, partly m vieV of the imminence of 
the issue of tlie long-promised new War Loay. 

The following table shows the weekly Exchequer receipts from 
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sales of 6 po/ cent, bonds since they were nrst issued un 2nd 
October, 1916 — 

Six per Cent Exchequer Bonds 


[Repayable 16th February, 1920) 


Week endi'ng 


Exchequer Receipts. 

Oct. 7, 1916 . 


20,621,000 

14, 


16,006,000 

.. 21 


13,279,000 

..28 


14,231,000 

Nov 4, .. . 


12,479,000 

.. 11. .. . 


’2,726,000 

„ 18. .. . 


12,508,000 

.. 2r), ,, 


10,192,000 

Dec 2, 


12,212,000 

.. 9, . 


1 9,480.000 

.. 16, .. • • 


10.025.000 

.. 23. „ . 


6,251,000 

.. 30, . 


9,194,000 

Jan 6, 1917 . 


1,327,000 

„ 7 to Feb 17 . 


420,700 

Received later . 


48,865 

Total Receipts 

. ;^161.000,565 


Tlie fact that the weekly receipts rapidly declined after a few 
weeks, proves that the rate of interest in itself was not sufficient 
to maintain the early ^ate of sales. 

A prospectus of a new daily issue of 5 per cent. Exchequer 
Bonds was published on Friday, 13th April, 1917. Bonds of this 
issue are repayable at par on 1st April, 1922 ; but a holder, on 
giving three calendar months' notice m the prescribed form, might 
require repayment at par on 1st October, 1919. They were issued 
in denominations of £100, i£200, £500, £L000, and £5,000, as in 
the case of the earlier issues. It was stalled in the prospectus that 
bonds of this issue would be accepted at their nominal value, with 
due allowance, for any unpaid interest thereon, by the Commis- 
sioners of Inland Revenue m satisfaction of amounts due on 
account of • Death Duties or of Excess Profits Duty, and by the 
Min1?'try of Munitions in satisfaction of amounts due on'iaccount of 
Munitions Exchequer Payments ; provided, in the case of Death 
Duties, that such bonds have formed part of the estate of the 
deceased continuously up to the date of death from the date of 
the original subscription, or for a period of not less than six months 
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immediately preceding the date of death ; and, iji the case of 
Excess Profits Duty or Munitions Exchequer Payments,^ that they 
have hee\ held contiiiuousfy by the firm, company .or other person, 
liable for such duty or payment, since the datq of the original 
subscription or for a period of not less thaif six months before 
such^duty or payment becomes due and pay.ible. 

A Post ^Office issue of th^ qew 5 per cent^ bonds commenced 
on Wednesday, 25th April, in denominations of £5, £20, and £50. 

On 22nd September, 1917, it was ajmounced that the existing 
issue of 5 per cent. Exchequer Bonds would be discontinued. 
Five days^later, on 27th September, 1917, the Premier announced 
to bankers the terms of issue of a new class of bonds, to be known 
as National Waf B^nds, applications therefor to be received on 
and after 2nd October, 1917. This issue later became known as 
the first series. During the first three yearjj of war, the Govern- 
•ment had repeatedly urged upon it the desirability of changing 
•the exj^ression " Exchequer Bond in future issues into one more 
likely to attr.i T loans from the masses, jyid bearing some reference 
to the war. k second seiies of Naticltial War Bonds came on sale 
on and after 2nd April, f918 ; a third scries on and after 1st October, 
1918 ; and a fourth and final series on and after 1st February, 1919, 
until withdrawn on 31st May, 1919, in view of the imminence of^ 
the Victory Loan. Wlien a new series began^ sales under the former 
series ceased hcnc^'forth. The different types of bonds issued in 
each series arc shown below — 

FIRST SERIES 

Repayable 1st October, 1922, at 102% * 

, Repayable fist October, 1924, at 103% , 

. Repayable 1st October, 1927, at 105'/{, ,♦ 

. Repayable 1st October, 1927, at 100% 

, • 

Price of Issue, £100 per cent. 

SECOND SERIES 

Repayable 1st April, 1923, at 102% , 

Repayable 1st April, 1925, at 103% , 

Repayable 1st April, 1928, at 105% ; 

Repayable 1st April, J9C8, at 100% ; 

Price of Issue, £100 per cent. 

^ The Financh Act of May, 1917, merged the Munitions Levy 'into the 
Excess Profits Duty. • • 

* Income Tax compounded. 


5% Bonds 
5% Bonds 
5% * Bonds 
4 % 1 loads 2 


5% Bonds 
5% Bonds 
5% Bonds 
\% l^onds^ 
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r THIRD SERIES 

5% Bonds . Repayable 1st September, 1923, at 102% ; 

5% Bonds . Repayable 1st September, 192S, at 103% ; 

5% Bonds . Repayable Ist September, 1928, at 105% ; 

4% Bonds ^ . Repayable 1st September, 1928, at 100%. 

Price of Issue 5% bonds, ;^100 per cent , 4% bonds, ;^101 10s per cent. 

FOURTH SERIES 

5% Bonds . Repayable 1st February, 1924, at 102% ; 

5% Bonds . Repayable 1st February, 1929, at 105% , 

4% Bonds ^ . Repayi.ble 1st February, 1929, at 100% 

P’lce of issue: 5% bonds, /lOO per cent ; 4% bomL, ;^'I0I 10s per cent 

The bonds were issued in denominations of £50, £100, £200, 
£500, £1,000, and £5,000, Holders, accoiding to the conditions 
laid down in the prospectuses, acquired the following important 
rights — 

National War Bonds will be accepted at their nominal value, 
with due adjustment in respect of interest, by the Commissioners 
of Inland Revenue in satisfaction* of amounts due on account of 
Death Duties, Excess Profits Duty, or Munitions Exchequer Pay- 
ments, subject to certain conditions as to length of time of 
ownership. 

, Holders of the 5 per cent, bonds may, during certain periods 
in each year, convert 'their holdings into 5 per cent. War Loan, 
1929-1947 ; and holdiTS of the 4 per cent, bonds may convert 
their holdings into 4 per cent. War Loan, 1929-1942 (Income Tax 
jcompounded). This conversion right did not appiy to the fourth 
series of ‘bonds. ' 

In the event of future issues (other tlian issues made abroad 
or issued’ of Exchequer B(«nds, Treasury' Bills, or similar short- 
dated securities) being made by the Gowunment for the purpose 
of carrying-on the war. National War Bonds will be accepted at 
par as the equivalent of cash for the purpose of subscriptions to 
such issues, and an allowance will be made for any interest accrued 
on bonds scy accepted. This conversion right did not apply to the 
fourth' series of bonds.- , 

Provision was also made in the prospectus of the fourth series 
for the conversion of 4| per cent. War Loan, 1925-1945 ; 5 per cent. 
Exchequer Bonds, lf^l9, 1920, 1921 ; and 6 per cent. Exchequer 

* Income Tax compounded. * 
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Bonds^ 1920, into National War Bonds during the continuance of 
the issue of such bonds. 

The vtirious issues of National War Bonds were exceedingly 
successful, the total Exchequer receipts from this ft)rm of borrowing 
being £1,’5'32,793,516. * 

It, may be mentioned that, in order to itimulate the sale of 
National War Bonds, an a^rivigement was yiade at the end of 
*May, 1918, by the Chancellor of tile Exchequer with the banks 
whcTcby 11 k‘ latter agreed not to ab#)W more than 3 per cent, 
interest to dc'positqrs. On 30th July, 1919, this agreiincnt ;ivas 
caneelU'd , 

Six mpnths after the closing of tfie lists for applications to the 
Vietoiy Loan, the Gfwernment announced, on 19th January, 1920, 
another issue of Exchequer Bonds, bearing interest from the date 
of piuchasc at 5] per cent, per annum, payalilc half-yearly, on 1st 
• February and 1st August. The war with Germany having ter- 
•mmated, the new issue could not well be termed “ National War 
Bonds." T1 ■ proceeds of this loan wer^c intended to meet about 
3^200,000,000 I'.xchequer Bonds matilring during 1920. The new 
bonds, which were issded at par, arc repayable on 1st February, 
1925, but a holder may give notice during the month of January 
in either of the years 1921, 1922, oi 1923 requiring repayment of, 
the bonds at par on 1st February m the year next succeeding that 
in w'hich such notice is given. Under no circumstances may notice 
once given be subsequently withdrawn. 

Applications •for the bonds had to be for the full amount, install 
ment payments not being accepted. They were issued in the 
denominations £50, £100, £200, £500, £1,000, and £5,000. The 
prospectus also stated that holders of ^ per cent. Excheqiler Bonds 
due 16th Febiuary, 1920, 3 per cent. Exchequer ^Bonds due 24th 
March, 1920, and 5 per cent. Exichequtu* Bonds due 1st December, 
1920, might surrender such holdings and receive in excjiange 
therefor similar holdings of like amounts of bonds of the present 
issue. The application lists opened on 20th January. The list 
for convefsion applications closed on 14th* Febiuary, and tor cash 
apf)lications on 28th February, 1920. 

On 24th February, 192(5, the Chancellor of the Exchequer 
announced in the House of ^mmons tlje result (subject to 
correction when the final figures, were available) of conversions 
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of maturing Exchequer Bonds into the new of per cent, issue. 
Conversion options were exercised in respect of ^98,996,000 out 
of a total of £198,225,000 of the tliree issues maturing in 1920. 
Particulars with regard to the tliree issues were given as follows — 


6% Bonds maturing 16th February 
Bank of England^ 

Post Office . . . ’ . 

3% Bonds, maturing 24th March - 
(No Post Office issue) . 

5% Bonds, maturing Ist December- 
Bank of England^ 

Post Office .... 


' Including Bank of Ireland. 

o 

In answer to a question in the House of Commons on 3id March, 
1920, the Chancellor of the Exchequer stated that it was not yet 
possible to give exact figures for the cash subscriptions to the 5^ per 
cent. Exchequer Bonds, but the amount exceeded £60,000,000, 
making with the conversions a total of not less -"ban £160,000,000. 
These results were very much better than had been anticipated. 
Out of the total of £198,200,000 of Exchequer Bonds maturing 
during 1920, £138,500,000 had been provided towards the 
£156,400,000 maturities in FebTua;y and March, mid £21,500,000 
towards Che £46,800,000 mfi,turity of 1st pecember. 

Government returns later showed that fhe exact amount of the 
cash subscriptions to the 5f per cent, bonds was £67,215,784. 

An entirely i^ew class of^bonds, known as 5-15 year Treasury 
Bonds, came On daily issue from 3rd May, 1920, in denominations 
of £50, £100, £260, £500, £1,000, and £5,000 (Post Office issue, 
£5, and £50). In announcing the forthcoming new issue, tlie 
Chancellor of the Exchequer, in the House of Commons, on 23th 
April, 1920, made the following statement — 

I have decided to offerifor subscription on and after Monday next, 3rd May, 
a new Government bond. The terms of the issue will be as follows — 


Maturing Bonds. ; Conversi^'ns. 

I \ 

121.592.000 I 59,974,000 

; 8,317,000 4,450,000 

i 129,909.000 I 64,424,000 

j 21,540,000 I 13J 74,000 

I : _L_ 

I \ 

37.376.000 ' 17,818.000 

I 9,400,000 I 3,580.000 

i 46,776,000 I 21,398,000 
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A fi\^-fifteen year iTreasury bond issue ; price : par. Interest payable 
half-yeajly on 1st May and 1st November. The bond will*be repayable at 
par on 1st May, 1935, but there will be an option both to the Treasury and 
to the holder on giviiif^ one year’s notice in April, 1924, or in any subsequent 
April up to and including April, 1933, to secure repayment at par on 1st May, 
1925, or any subsequent 1st May up to and including l^t May, 1934 
The bonft will carry interest at the minimum rate otf 5 per cent, per annum, 
and will also carry additional interest payable dunng the penod ending 
1st I^^SLy, 1925, as follows — * 

If and wJion during any half-yc^r ended 1st May or 1st November, the 
•Treasury bills issued to the pubnc were sold to theift at an average rate of 
discount exceeding 5^ per cent and iincfer 6.} per cent per annum, then 
additional interest will be payable on the interest date next succeeding such 
1st May or 1st November at the rate of 1 per cent per annum 

If and when such a^/crage rate of discount on Treasury bills*was Gi^^per 
cent per an^um or over, then the additional interest will be at the rate of 
2 per cent* per annum • » 

The fir'*t interest payment on 1st November, 1920, will represent interest 
from the date of p^rchr*ie at the rate of 5 per cent per annum plus additional 
interest <it the rate of 2 per cent per annum (i e. 3.V per cent for the half- 
\ ear). The bonds will remain on issue till further notice. The entire proceeds 
of the issue will be applied to reduction of the floating debt 

The House will see that the arrangement m regard to interest is designed 

* to protect the holder of the bond .igainst capital depreciation when rates 

• for short money are high, while at the same time the taxpayer is protected 
agains? the bi ^den of paying a higher interest than 5 per cent over a long 
period This «n , mgement ^vlll also, *it is hoped, prevent the new issue from 
causing further v.ipital depreciation upon etcistmg Government issues. 


The above issue was withdrawn on 30th October, 1920, but a 
new issue, known as senes B, and beaiing ^he same conditions as* 
the first, was olfe^cd to the public fioni 1st November, 1920. This 
second issue was withdiawn on 30tli April, 1921, and was not 
replaced by any further series of the same class. 

Tlie actual Exchequer Reci;ipts from issues of 5-15 year Treasury 
Bonds were £23,582,168 up to 28th May, 1921. This very poor 
response 'to the two issues may be attributed to thre« causes: 
first, want of fixity in the rate of ii\tercst ; second, lark of sufficient 
advertiscmimt and continuous Press appicals to*siibsciibc ; and 
tliiid, lack of iinmedialely available Iihids by the inv(?sting public. 
As pointed out elsewhere in this book, the issue of the grea? War 
Loans caused a large transference, after Governme;it disburse- 
ments, of* credit from deposit to current accounts at thc*l;tinks. 
It ^ill probably b(' several years yet before many of the investing 
class of depositors are able *to build up thrir accounts again, and 
the banks cxpeiience the pre-war customary distribution of Habilities 
over deposit and current accoufits. 
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Total Receipts from Day-To-Day System of Borro^vtng 
(Exclusive of Treasury Bills) 

The total Exclicqucr receipts from daily sales of the various 
issues of Exclieqaer BoikK, National War Bonds, Treasiry Bonds, 
and War and National Savings ('ertificates since the commencement 
of the recent wai and up to 31st March, 1921, are shown iif the 
following table— 


From daily sales of 


i Exchequer Receipts 
apto SI si March, 1921 


5 per cent Exchequer Bonds, due 1919, 1920, 1921, - 


1922 416,862,065 

6 per cent INchequer Bonds, due 1920 . . i 161,000,595 

National War Bonds, due 1922, 1923, 1924, 1925, 

1927 1928, 1929 . . . . ! , 1,732,793,516 

5-15 year Ticasur\ Bonds, due 1935 ^ . . ' 22,584,2332 

War and National Savings Certificates . . . ! 339310*794 


;^2,672,381,173 


^ The only issue of bonds running on 31st Man h, 1921 It \v<is withdrawn 
at tlie end of April See particulars given in reference to issue for conditions 
for repayment pnot to 1935 

2 A further ^997, 935 v>as received on account of this issue between 1st 
April-28th May, 1921 

The Treasmy has also received since the commencement of the 
War, £47,942,345 through sales (in March, 1915) of 3 per cent. 
Exchequer Bonds on tlie old system of tender, due 1920, £12,824,800 
(in MareJ^, 1918) through 3 per (ent. ExclK'quer Bonds, due 1930, 
issued in connection with obligation assumed by Government on 
account of Russian Treasmy I^ills and Commercial Credits, and 
£67,2^5,781 ‘through 5J ptt cent. Exchequer Bonds, due 1925, 
issued during 2l)th January-28th February, 1920. 

• 

^ Three and a Half Jh R Cent. Conversion Lcwn 
OF 1921 

The prospectus of tlfis loan was issued on 26th April, 1921, and 
the application list (;loscd a month later, on 28th May. The 
intention of the Chancellor of the Exchequer in connection with 
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» » ^ 

this loan, which is only repayable at par on or after 1st April, 1961, 

at the ^tion of the Gv^vernment, was that it should replace 
£632,000,000 of National War Bonds which would mature for 
rcpaymcift between 1st October, 1922, and list September, 1925. 
The Chancellor saw no immediate oppoilmyty of being able to 
funcf the major pait of the existing floating debt, and desired to 
^void the danger of this being increased, or reduction pre- 

vented, by issues of Tn^asuiy Bills m the future to provide funds 
to meet bonds maturing within the peiiod named. 

Tlie mam featured of the prospectus weio as stated below— ^ 

• 

Ilolden^of 5 per cent National War Bonds due on or before 1st September, 
1925, may siirrendipr tht'ir holdings for conversion as on the 1st April, 1921, 
and receive in exchange therefor holdings of /3 10s. per cent Conversion 
Loan calculated <is under — 


£\e3 


£162 I 
I 

;iI60 I 

Holdings may be m the form of (1) Inscribed Stock “ transferable in the 
Books ”, (2) Kegistc'rcd Stock ” transferable by Deed ”, or (3) Bonds to 
Bearer in denominations of /50, /1 00, ^500, 1,000, and ^^5,000 ; and* 

the several foims of holding will be intei changeable without payment of any 
fee. Stock will be transferable in sun^s which are even multiples of one penny. 

Interest. will be payable half-yearly, on the 1st April and 1st October, the 
first dividend, for a full dialf-year’s intci«»st, being ])ayable on the 1st 
October, 1921 , • 

The Loan will not be redeemable before the 1st April,* 1981, but on and 
after that date may be ledeemed at par ivi ^any half->e<\.rly ii^terest date at 
the option of the Government, on three months’ notice being given in the 
London Gazette. * 

Commencing with the half-year ending 1st April, 1922, a sum equal to not 
less than 1 per cent of the amount of the Loan outstanding at the close 
of any half;^ear during which the average daily price of the L^ian, as testified 
by the Bank of England, has been below 90 wiU be set aside as a Sinking 
Fufld to be employed during the succeeding half-year in the purchase of the 
Loan in the market for cancellation, 

9 

The result of the conversion* offer was riiat holders of 5 per 
cent. National War Bonds of tMal face value of £163,328,133 


£3 10s per cent. Conversion 
Loan in exchange for each £\0() 
nominal of 5 per cent. National 
\mr Bonds 


due 1st October, 1922 


1st Apnl, 1923 
1st September, 1923 

1st FeDriiary, 1924 
1st October, 1924 

1st April, 1925 
1st September, 1925 
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accepted the offer of the Government and in exchange for their 
holdings received £264,889,112 of the 3J per cent. Convers* on Loan. 
This result was disappointing to the Government, but will 
undoubtedly, in the long run, piovc a saving to the taxpayer. 
It was felt in financial cpiarters at the time the prospectus^ was 
issued that the terms of conversion were far too generous. Holders 
of the bonds to winch the scheme applied would, by the act of 
conversion, receive a gua"anteed rate of interest for 40 years 
equivalent to from £5 12s. to £5 14s. per annum on their holdings 
of National War Bonds (according to class). Judging from the 
rapid appreciation of Government credit after the teimination of 
the Napoleonic Wars, to which reference is made m Chapter XIV, 
there will be a considerable fall in interest rates in the course of 
a few years. This faU will take place when production again tends 
to exceed consumption, at lower values than those ruling at present. 
If the whole of the bonds (£632,000,000) had been converted, 
the Conversion Loan amount ^vould have slightly exceeded 
£1,000,000,000, and therefore have added about £370,000,000 to 
the National Debt. 

As to the reasons why the response to the Government's excellent 
^offer was so poor, there may be named : (1) Holders of National 
War Bonds did not fully understand the offer. Some may have 
thought they would lose IJ per cent, in interest by the act of 
conversion, forgetting the more than compensating increase in 
the capital amount of their holdings. For this reason a greater 
response would probably have been made if the loan had been on 
a per cent, basis, the exchange bemg made par for par. (2) Doubt 
about th‘e future course of interest rates. (3) Funds required for 
certain purposes^ about date of redemption of National War Bonds, 
holders thereof preferring not to risk by that date a fall in market 
value; of the Conversion Loan, of which there appears to be no 
probability, particularly in view of the excellent Sinking Fund 
provision attached to the loan, 

Anbfher offer to holders, of National War Bonds of early maturity 
(and which included holders of 5 per cent. Exchequer Bonds uue 
5th October, 1921), to' convert their holdings into a longer dated 
loan was made by tj;ie Government in a prospectus dated 11th 
July, 1921, of a daily issue of 5J per c<?nt. Treasury Bonds to 
commence the following day. In announcing the forthcoming 
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issue tb the House of Commons on 5th July, the Chancellor 
of the lixchequer stated*that the sole purpose of the issue was 
to piovide for redeeming maturing obligations, and thus to 
avoid urtdue recourse to Treasury Bills arfd Ways and Means 
Advances. I 

The iiKijn features of the terms of issue were as follows — 

• • • » 

Price of issue, _£97 per cent Principal rep^able at par on Ibt April, 1929 
Interest payable on 1st April and 1st Octo^n- Interest exempt from cor- 
poration profits tax Ponds convertible at the holder’s optu^ as on 1st 
April, 1922, «or 1st OcTober, 1922, into 3] per cent Conversion Loan atfthe 
rate of (on version Toan for iMch of bonds converted Applications 
would be leceivi'd on 12th July, 1921, and thereafter until further notice. 
On notic? given not later than 26th July, 1921, holders of the following 
Lxchequei and Niftioii^ War Itonds might surnnider their holdings in whole 
or in part, and receive in exchange therefor similar holdings of like amounts 
of Treasury Ponds of the curn.nt issue, together with a cash payment as 
follows— • 

• Five i)i}r cent 1 'Exchequer Ponds, due 5th October, 1921, a cash payment 

• of ^4 per ;flOO of bonds surrendered 

Five*])er cen National War Iknuh, due 1st October, 1922, a cash payment 
of £A per ;(il90 I t bonds surrendered ^ • 

Five per cent National War Bonds, due 1st April, 1923, a cash payment 
of /3 lUs per ;^100 of bonfls surrendered 

Five per cent National War Ponds, due 1st September, 1923, a cash 
payment of f3 10s. per /^lOO of bonds surrendered. 

All conversions would take place as on 26th Ju^y, 1921. • 

The cuiicnt yierd of the bonds at the piicc of issue is £5 13s. 3d., 
but on redemption averages £5 19s. 9d. 

On 3rd August, 1921, the Chancellor of the Exchequer announced 
in the House of Commons tfiat the total face value of Exchequer 
and National War Bonds conVerted into the new 5.t per cent. 
Treasury Bonds was approximately ;J69, 000,000, of which about 
£52,000,000 rcprcsentcd*Exchequcr Bonds. • 

Borrowings Abroad • • 

Since the commencement of the war the British povernment 
borrowed* from abroad, in round figures, £ 1,360, 000, 000,» i» the 
main from the United States of America. Two small loans were 
made by Japan and the Atgciitine, to which reference is made 
hereafter. The enormous piuchases of foodstuffs and war materials 
made by the United Kyigdom ftn behalf of herself and her Allies 
from the United States necessitafed that the latter country must 
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make large loans to this country, otherwise the purchases must 
have inevitably had to be considerably reduced. The vari^ous ways 
in which the necessary loans were raised m America, and the part 
liquidation of indebtedness by sales of foreign and Colonial securi- 
ties, are set forth in ijletail in the following pages. It is not possible 
to give the amount of gold exported from England to the United 
States during the war, but it. is known that about £50,000,000 ol 
gold was so exported during the year 1915. 

Prior to the third year of war, apait from the establishment of 
credits in New York by the banks of the United Kingdom, the 
only loan arranged m the United States of America on behalf of 
the Government of Great Britain was the jom,t^ Anglo-French Loan 
for $500,000,000 (roughly, £100,000,000), issued during October, 
1915, in the form of 5 per cent, bonds, free of all British and Fiench 
taxes. The proceeds of the loan were dividend equally between 
Great Britain and France. The bonds were jointly guaranteed by 
Great Britain and France, and no„collateral security was required. 
They were made repayable a^ the end of five years, or convertible 
at the option of the holder into 4| per cert, bonds of the British 
and French Governments, repayable not earlier than fifteen years 
and not later than twenty-five years from the date of the present 
loan. The bonds wcri^ issued to the American public at the price 
of 98, and, therefore, including redemption, yielded £5 9s. 3d. 
per cent. The whole issue was sold to an underwriting syndicate 
at the price of 96. Theiefore, so far as the British and French 
Governments were concerned, the coM of the loan was equal to 
£5 18s. lOd. per cent, per annum. 

Part of the above loan, it may be mentioned, was subscribed by 
the banks in the United States,, and the remainder by the public. 
Part was, therefore, the loan of newly-cieatcd credit and part the 
loan of existing credit. IF was recognized at a later stage that 
the most preferable method for part settlement by Great Britain 
of her large adverse trade balance was the selling outright of 
British holdings of foreign securities in the respective, countries 
for English account ; for the greater the amount of gold sent to, 
or temporary credits raised in, the United States, the greater the 
inflation of prices in that country, and, consequently, the creation 
of a vicious circle against Great Britain Reflected in higher prices 
for neqessary imports from the United States. (The stock of 
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gold ttoin and buSion in the United States was , estimated at 
$1,8725)00,000 on 30th June, 1914, at $3,019,000,000 on 30th 
June, 19^7, and at $3,22^,000,000 on 30th June, 1921.) 

Tlie loan was duly repaid by the British and^ French Govern- 
ments 01 ? 15th October' 1920. Preparations^ for repayment had 
been made for some weeks previously, and, naltirally, the liquidation 
of such iiulebtedness had some effect on the New York exchange. 
*Grcat Biitain's share of the loan tvas $250,000,000, as already 
stated, and to provide this amount iiv dollars at the ruling rates 
of exchange cost the Treasury £59,229,221. It was e‘^jimated in 
wcll-mf(>rnfed quarters in New York that, prior to the date of 
redemption, about $300,000,000 of 'the bonds had already been 
purchased by tlje fkitish and French Governments in the open 
market, principally by Great Britain. Of the French share of the 
maturity, $100,000,000 was provided for by, a recent new French 
#loan m New Yoik. The balance was met by gold and purchases 
• of New Yoik Exchange. 

Dufing he month of August, 1916, ^the first tangible results 
of the scheiue for mobilization of fiireign securities held in this 
country (scheme discu^ed later in Chapter) was seen by arrange- 
ments being made in the United States of America for a loan to the 
United Kingdom of $250,000,000 (roughly, £50,000,000) for two 
years at 5 per cent, per annum, free of alA British taxes, which 
was underwritten <it 98 and offered to the public at 99, and based 
on Canadian, United States, and other foreign securities as collateral. 
The loan was dated 1st September, 1916, and matured 1st Septem- 
ber, 1918. The British Go^#ernment had reserved the .option of 
redeeming the loan, in whole pr in part, subject to thirty days’ 
notice, oh any day up to 31st August, 1917, at 101 and accrued 
interest, and on any thcreaf^r up to 31st August, 1918, at 
lOOJ and accrued interest. ^ .* 

Towards the end of October, 1916, 'details beca;nc* availajple of 
a further loan which was being arranged in America on behalf of 
the United Kingdom for $300,000,000 (rougfily, £60,000,000), 
based on Canadian, United States, and pt^er Colonial and*fo‘reign 
securities as collateral, including a relatively small amount of 
obligations of British railway companies. Oho half of this loan was 
in the form of 5J per cent, three-year notes^dated 1st NoVember, 
1916, maturing 1st November, i9J9, and issued at 99^ ; and the 

12— (1723) • 
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other half in ’the form of SJ per cent, five-ykir notes dated 1st 
November, 1916, maturing 1st Novernber, 1921, and issued at 
98i — in each ct.se the interest being free of all Britfch taxes. 
Each maturity ivas subject to redemption, in whole or in part, at 
the option of the British Government, at a premium of 1 per cent, 
for each year (or a^ly part) of unexpired life of such matvrity. 
The sale of the notes was underwritten by a powerfuh syndicate 
in America at IJ per cent, below the average offeiing price. 

Towards the end of 191'g there was an increasing recognition in 
Ai^eri^a ^f the dangers likely to arise from inflation following a 
continuance of the excessive gold imports into thaf country. 
Bankers adopted the view that it was preferable to grant ci edits 
to and arrange loans for the Allies rather thali to^receive too great 
a quantity of gold, with its influence in stimulating inflation of 
eveiy kind. Since the outbreak of war and up to the end of 1916 
America had received at least $900,000,000 (roughly, £180,000,000) 
in gold in part payment of her extremely favourable trade balance.' 
Obviously, this exceptional addition to her gold stocks was undesir- 
able, for as a basis for the expansion of credit it constituted a 
potential danger. 

It IS interesting to observe that the great imports of gold during 
^ 1916 did not stay in New York during that year, but flowed to the 
interior banks as a cbnsequencc of intensely active and profitable 
interior trade, following on Europe's enormous 'Jiurchases of grain, 
metals, and finished munitions produced in the nearer or further 
.West. Part of the gold went to increase Westei*n and Southern 
Bank Reserves, and part was drawfi into active circulation as a 
consequence of high wages and 'of the abnormally high prices 
prevalent for commodities* 

The opinion^ of American '‘bankers c*s to the advisability of 
granting fqrthei* loans to the Allies, and the dangers of inflation 
likely to ensue‘from a continuance of excessive gold imports, were 
not altogether supported by the Federal Reserve Board of the 
United Stiftes, which, on Tuesday, 28th November, 1916, issued 
a circular to the banicing community containing, aifiong either 
warnings, a caution against locking^ up their funds in long-term 
obligations of foreign Governments, or in investments which were 
short-term in form .or name, bpt which, either by contract or 
through force of circumstances,* might in*the aggregate have to be 
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renewcd.until the return of normal conditions. A special warning 
was issued to the member banks against investing in foreign 
Treasury Bills, on the ground that the borrower rnust attempt to 
renew thejji collectively until such time as it wns ifdvantagcous to 
convert them into a long-term obligation. The Board did not 
subsefibe to the freely expressed opinion in America that further 
importations of large amounts f)f gold must oi necessity prove a 
source of danger or disturbance to that country. That danger 
(the circular stated) will arise only in case the inflowing gold should 
remain uncciiitrolled* and be permitted to become the* basis bf 
undesirable* loan expansion and of .inflation. The Board con- 
sidered tliat there were means of controlling accessions of gold 
by proper and vMuntary co-operation of the banks, or, if need 
be, by legislative enactment. 

The action of the Federal Reserve Board m issuing a warning 
circular to banks immediately followed proposals under considera- 
tion in America for the issue in that country of British short-term 
Treasury Bills Later, when it became. aff\)arent that war between 
the United States of Ajnerica and Germany could not be long 
delayed, the Federal Reserve Board changed its policy and 
commended to American bankers the merits of foreign loans. 

An interesting loan, which put the Brijish Government in 
possession of, roughly, $50,000,000 in the United States, was 
arranged early in December, 1916. Japan at this time being in 
possession of lar^e dollar credit balances in the United States, 
the British Government raised^ a loan in Japan for the equivalent 
of £10,000,000 at 6 per cent, per annum for a peiiod of three years, 
and, by ai\ exchange operation, "devoted the proceeds of tiie loan 
to purchasing dollars in America held oif Japanese account. 

On Thursday, 18th January, 1917, announcement was made 
of a new British loan to be issued id America for $250,000,000 
(roughly, £50,000,000) at 5J per cent, per annum interest, based on 
Canadian, United States, and other Colonial and f«reign^ securities 
as collateral^ including a small amount of British railway secu»ities. 
The loan was divided into two parts : $*IOD,000,000 in the form 
of one-year notes, due 1st February, 1918, and issued at 99*52 ; 
and $150,000,000 in the form of two-year notes due 1st February, 
1919, and issued at 99*07— the yieid in each case being, therefore, 
6 per cent. The issue, the lists of which were open froirv 24th 
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January to 31st January, was made under t'he auspices 6f a very 
strong body of American bankers. Interest was payable free of all 
British taxes. *The notes w'ere convertible upon notice, at the option 
of the holder, <at any time before maturity, or (if called for earlier 
redemption) at anV tinie up to the date of such redemption, into 
twenty-year pei^cent. bonds of the United Kingdom, payable 1st 
February, 1937, a^id not subject ioiprior redemption. * The British 
Government reserved the option of redeeming the notes, in whole or 
in part, on 30 days’ notice, on the following terms : One-year notes 
at 101 j/ais interest ; two-year notes at 102 plus interest up to 1st 
February, 1918, and at 101 plus interest between 1st February, 1918, 
and Ibt February, 1919. ^ 

The British loan raised in the United'’ St a<!es at the end of 
January, 1917, marked the last of a series of loans raised in 
America by the Utiitcd Kingdom during the period of American 
neutrality. The series are listed in the following table — ’ 

» 

British Loans Kaiseji in UniIed States of America Since the 
COMMENCEMEN l OF THE WaR UP TO ApRIL, 1917 


Nature of Loan 

: Amount 

r“ 

When 

Issued 

Rate I 
of In- 1 
lercst 1 

i 

Issue 
Price, j 

Date 

of 

Maturity. 


'’Dollars 



i 


British portion of 



t 



Anglo-French Loan 






(no collateral) 

250.000,000 

1 Oct , 1915 

5 

98 

Oct 15, 1920 » 

Two-year Coll Notes 

250,000,000 

Sept 1916 

5 

&9 

Sept 1, 1918 

Three-year ,, ,, 

150,000,000 

! Oct 1916' 

H 

99i 

Nov 1, 1919 

Fivc-yehr ,, ,, 

150,000,000 

' Oct: 1916 

H 

98i 

Nov 1, 1921 

One-year ,, ,, 

100,000,000 

J^n., 1917 

5i 

99i 

Feb 1, 1918* 

Two-y^ar ,, 

150,000,000 

Jan., 1917 

5i 

99 

Feb. 1, 1919* 

r 

1,050,000,009 

_E__J 

1 




i 


{The«above table is exclusive of various temporary loans 
raised in America ) 


^ ConvAtible at option of holder into 4^% bonds, repayable not earlier 
than* lv5 years and not later than 25 years from original dat^ of loan 
* Convertible at opticfii Of holder into 5J% bonds, matunng in 20 y^ars. 

t 

So, far as Allied payments in America were concerned, an entirely 
new set of financial conditions, arose soon after the entry (on 5th 
Apiil, 1917) of America into the war*" on the side of the Allies. 
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On 14th April, the House of Representatives passed a War Finance 
Bill for $7 j)00,000,000, of w^iich $5,000,000,000 was^to be issued in 
the form of long-term bonds. Of the latter sum, $3,000,000,000 
was to be •available for loans to the Allies; ynd the remaining 
$2,000,000,000 to be issued in the form of TVeasury certificates 
maturing v^ithin twelve months. The first issue of the United 
Sfates Liberty Loan was macle early in May. It was for 
$2,000,000,000 at 3i per cent., tax frc<^ and was greatly over- 
subscribed, the total applied for being $3,035,226,850 jroughly, 
£607,045,000). The \Var Finance Act stated no exact dates for 
repayment fty the Allied of loans madc*to them, but stipulated that 
the loans should bear,thc same rate of interest as the American 
bonds issued to raise the necessary funds ; and should also contain 
the same terms and conditions. Hencefoith, the Allies had not 
tp deposit various securities as collateral to loans, as in the case of 
previous loans. They had only to deposit their own Government 
bonds \^th ^^e Treasury of the United States. After the proceeds 
of the Liberty Loan had become exhausted, the United States 
Government found it ne(K'Ssary to raise several other loans in her 
own countiy, to pay for her own war expenditure and to permit 
of further loans to her Allies. 

Great Britain received her first loan from America under the new 
arrangements on 25th April, 1917, the amount being $200,000,000, 
the rate of interest payable being 3 per cent, per annum until 
30th June, 1917,. and thereafter 3| per cent, until such time as 
America might have to pay a higher rate to her own bondholders. 
At an exchange rate of 4*76 J, tlje sterling equivalent of the loan 
is £41,972,718, this being the actual amount that appeared under 
the heading “Other Debjt created .und^er the War Loan Acts, 
1914 to 1916“ in the British Excheejuer Account^* for the week 
ending 5th May, 1917. Up to 4th August* 1917, the eqd f)f the third 
year of war, the advances made by the American Government 
to the British Treasury amounted to $955,000,000 • (roughly, 
£191,000,000, taking $5 to £1). Up to 15th November, 1919, the 
total* of such advances amounted to l4r220,000,000 (roughly, 
£844,000,000, taking $5 to £1). Practically the whole of this 
amount was applied to financing supplies of ^foodstuffs and raw 
materials required by Great Britain from the United States. 

The following table shows the total advances made by the 
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United States Government to her Allies up to 


15th November, 1919, 


the figures bein^ extracted from the Annual Report of the United 
States Treasury — 


United kingdom 
Russia i . 
France 


$ 

4.220.000. 000 
188,000,000 

2.985.000. 000 


Italy ^ . 
Belgium . 
Serbia 
Other Allies 


1,611.000,000 

339.000. 000 
27,000,000 

136.000. 000 


9.506.000,00Q ^ 


The advances were made against demand obligatioijs bearing 
interest corresponding to the American lotns <fiom which they 
were provided. 

In what form and within what period the United States will 
eventually receive repayment of the loans made by her to hel 
Allies it is impossible to foretell. At a meeting of representatives 
of the Allies (at which cepresenttitives of the United States were 
not present) held at Brussels early in July, 1920, a proposal was 
made that the United States should agreeTo pool the war debts of 
the Allies and Associated Powers. The total amount actually 
lent by the United States Government to the Allies was then 
stated to be £1,931,876,929. It was recognized that any pooling 
arrangement would involve some scaling of this debt, but it was 
considered that the loss to the United States would be more than 
, compensated by the improvement in the ecdnomic situation 
generally. If, instead of scaling thl: debt, it were included in an 
international loan, covering botluthe German indemnity and the 
refunding of all the Alliod war debts, and on which America's 
guarantee would be added to fiiat of the* Allies and of Germany, it 
was felt tl^erc* would be a. sensible casing of the economic and 
financial situation all round. 

On 12th January, 1918, an announcement was made to the 
effect that*" an agreement had been concluded with the Argentine 
for accredit of £40,0OC,000 to Great Britain and France. 

An announcement was made on 21st October, 1919, of the issue 
in New York of a British Government loan of $259,000,000 at 5J 
per cent. The loaro was for thrpe and ten years. Tlic three-yenr 

‘ Including accrued interest and other items, the total of Allies' Debts 
to U S.* Government on 31st March, 1921, was ^10,959,000,000. 
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notes were issued at 98 and the ten-year notes at 96^. The proceeds 
were parUy applied to take up the 5} per cent. British Government 
notes maturing on 1st November, 1919. 

One fortn of borrowing from the United States to which reference 
has not yet been made was the placing on t|e New York money 
marlSct since 24th August, 1917, of a weekly quota of $15,000,000 
tiinety-day Biitish Treasury *Bi11s. An increasing number of New 
York institutions accustomed themsc^es to taking a regular 
amount of these bills each month to replace maturities. The 
maximum amount of such bills outstanding at any moment in !he 
United St*ates was $98,005,000 on 'SOlh September. 1919. Th.e 
total, wAich varied from day to day, had been reduced to 
$31,540,000 by §th N()vember, 1920. 

The total external debt of the United Kingdom at 31st March, 
,1921, was £1,161,563,000, as against £1,278,714,000 a year pre- 
.viously, at 31st March, 1920, a reduction of £117,151,000 having 

been effecte 1 in the course of twelve months. 

% 

Mobiijzation of Securities' 

Towards the end of the year 1915 it became evident that if the 
British Government was to meet incrcasinfj indebtedness to the* 
United States, created by very large purchases of foodstuffs and 
munitions of war in that country, some other scheme than sending 
gold would have to be devised, for there were limitations to 
d-plcting the stock of gold in the United Kingdom. The remedy* 
was ultimately found in the* scheme known as “ Mobili^tion of 
Securities." By this scheme thd Government acquired or borrowed 
for a period certain foreign and Colonial securities hold in this 
country. Some of the Securities purchased by the Government 
were later sold outright in America ; Utliers were uscd#3s collateral 
for loans raised in America on account of the Uiflted Kingdom. 
During the third year of war the scheme for thj' mobilization of 
securities underwent considerable modification and enlargement, 
par^cularly in its later stages by the intredflction of the element of 
compulsion. • 

* This scheme clo.sely followed suggestions sent to the Treasur/ by Mr 
A H. Gibson (a member of the BntiSli Association for the Advancement of 
Science) in letters dated 5th* July, 1915* and I6th November, 1915, oven to 
the e\lQnt of the 10s per cert ])cr anpum paid ns consideration todeiiders 
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Indebtedness had not only to be liquidated in America,* but in 
other neutral covritries, though in the lat*ter case to a muQh smaller 
extent. The fo^llovving is a summary of the scheme for the 
mobilization of seciitities since its inauguration — * 

Scheme A. — 7'he ^Jhancellor of the Exchequer stated in^ the 
House of Commons on 13th December, 1915, that the Government 
were desirous of purchasing outright or borrowing certain American 
and Canadian dollar secuii+ies held by holders in this country, in 
order to u^ such securities for the purpose of steadying the American 
Exchange. Preferably, holders of selected securities Were invited 
to sell such securities to the Ireasury at the current market price, 
the purchase money to be paid in five-year 5, per, cent. hTxchequer 
Bonds at par. Alternatively, holders who did not wish to sell 
outright were invited,to pledge selected securities with the Treasury 
for a period of two years from the date of transfer, the lender# 
to receive all interest and dividends paid in respect of them, and* 
also, by way of consideration foF the loan, a commission ’at the 
rate of 10s. per cent, per animm on the face value of the securities. 
The Government reserved the right to sell borrowed securities 
under certain conditions. This reservation did not meet with the 
approval of holders. The lender, however, had also the right to 
sell the whole, or a portion, of the securities deposited under the 
scheme, receiving the amount realized in sterling or the equivalent 
in sterling of the dollar proceeds. The Treasury later undertook, 
^when deciding to dispose of securities, to notify tho lender, and to 
grant hipa fourteen days in which to buy the securities back by 
paying the maiket price in dollars Holders of required securities 
were latbr coerced into selling or lending them to the Treasury by 
a penal additional Income Tax of 2s. in .the £ on income derived 
from such securities. , 

Scheme the commencement of the third year of war, 

a second plan, designated Scheme B, was instituted in connection 
with the nrabilization of securities. This scheme aimed not at the 
purchase of securities the Government, but the borrowing of 
them from the public for five years, with the right to repay earlier. 
The Treasury announced on 12th August, 1916, that as from 14th 
August*, 1916, they )vould be prejiarcd to accept various specified 
securities upon deposit on certain terms and conditions. The 
sccuritfes specified were certain Argentine Government bonds and 
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railway stocks; Brazilian Funding Bonds (1898); various Canadian 
Govcrnm^it and railway securities ; and certain Egyptian, Scandi- 
navian, Japanese, Dutch, and Swiss Government and municipal 
bonds. I^rthcr lists of required securities v^yre published later. 
The ^main conditions attaching to Scheme B were as follows : 
The sccurUics were to be transferred to the Treasury for a period 
to expire at the end of five years from 31st March, 1917, subject 
to the right of the Treasury to return tjjicm to the holders at any 
time on or after 31st March, 1919, on giving three months’ notice. 
While the ^securities were on deposit with the Treasury, the lenSer 
was to receive all interest and dividends paid in respect of them, 
and also, by wa^ of consideration for the loan, a payment at the 
rate of 10s. per cent, per annum, calculated on the face value of 
the secuiities. The Treasury reserved the right at any time during 
Che currency of the loan to dispose of the secuiities should they 
•find it necessary to do so ; but in the event of their being so dis- 
posed T)f, ti lender was to continue to receive from the Treasury 
the same payments as he would have*rcceived if the securities had 
been retained ; and at the end of the period of the loan, the Treasury 
would either return to the lender securities of the same description 
and to the same nominal amount as those originally deposited, 
or, at its ojition, pay to him the deposit VAlue of the securities,* 
with an addition ci 5 per cent, on that value, plus accrued interest 
from the last preceding interest date. On Tuesday, 15th August, 
1916, it was amiounccd that should the Treasury be under the 
necessity of exercising its right to sell any of the deposited securities* 
(a very remote possibility) — aijid the average price realized was 
more than the deposit value plus 5 per cent .—the deposit '»r would, 
if the securities were nqf replacech at *the end of the loan period 
receive the full amount of the average price actualjy realized. The 
deposit value of all securities specified *in the list qf !2th August, 
1916, was stated to be the net mean quotation (less accrued interest 
when it was included in the price) on the Londoil Stoc]c Exchange 
on Fridays 11th August, 1916 ; and in the event of other securities 
beiflg later specified, the net mean quotation on the day preceding 
the notice of their inclusion ^n the scheme. The official notice of 
I2th August, 1916, ako announced that Jiolders of American 
dollar securities who had already deposited them with the Treasury 
under Scheme A (deposit on loan for two years) might tiansfer 
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their deposit to Scheme B by giving notice, not later than 14th 
September, 1916, of their desire to d<i so. Arrangements were 
made with the Stock Exchange Committee for dealings on the 
Stock Exchange^ in, the deposit certificates issued in icturn for 
securities deposited pnder Scheme B. 

The reservation by the Treasury of the right to sell deposited 
securities occasioned some njiscon^ej^tion at the introduction of 
Scheme B. The intent io^ of the Government was to use the 
deposited securities as collateral for loans raised abroad. A 
definite statement was made by the Chancellor of the^^ Exchequer 
in the House of Commons on fiSrd August, 1916, to the effect that 
deposited securities would not be sold except in the dxtremely 
remote contingency of default on the part of the British 
Government on its own loan. 

At first. Scheme B was purely voluntary ; but eventually the^ 
penal additional Income Tax of 2s. in the £, alluded to in Scheme A, 
was extended to cover securities vyhich the Treasury was pil pared 
to borrow under Scheme B. , 

A second list of securities needed by the Tteasiiry undei Scheme B 
was issued on 24th August, 1916, and further lists followed at 
later dates. 

* On Saturday, 16tli^ December, 1916, it was announced that 
Scheme A was withdrawn, and depositors were jnvited to transfer 
their deposits thereunder to Scheme B. Tlie power of sale possessed 
by depositors under Scheme A was extended tOj Scheme B, in 
Vespect of all securities subject to th,e penal Income Tax, to any 
securities* which the Treasury mipht wish to purchase, and to 
those thq principal and interest of which were repayable in United 
States dollars. * , 

Scheme for Conscription . — A special Supplement to the London 
Gazette, pubKshed on Thursday, 25th January, 1917, applied the 
Defeifce of the*Realm Regulations to certain classes of securities 
which the Treasury were of opinion that, for the purpo^'c of 
strengthening the financial position of the country, it was/xpedient 
to do so. The Treasury* w^re thereby given the right to requisition 
or conscript securities, and to require from all holders of certain 
classes of securities full returns of their holdings, both*in the United 
Kingdom and abroad Compensation foi; securities requisitioned 
was grj(,nted on the same principle which had been applied in 



GOVERNMENT BORROWINGS 


187 


• • 

fixing ihe price for securities voluntarily sold to the Treasury, 
that is to say, where entire ownership was required by the Treasury, 
the capital value of the securities, based on current market prices, 
was to lie paid. Where temporary use of .seclirities only was 
desired, the remuneration was to be as befo/e, 10s. per cent, per 
anntim on the face value. If full ownership was subsequently 
•required of securities taken fn the fir.st instance for temporary use, 
the compensation payable when full ownership was taken was to 
be based on the capital value at the date of original requisition, 
or at the date of taking over full ownership, whichever might* be 
higher, btit no additional allowance was to be granted such as 
lhat prdvided for under the purchase clause of the voluntary 
deposit scheme. Securities were still to be received on deposit 
under Scheme B, but only on the understanding that if they were 
^subsequently included in a Treasury order*they should then be 
• dealt with under the order, without regard to the fact that they 
had Ifeen rlrcady deposited. Securities coming within the scope 
of the rcgulnions might still be sold* afways provided that at the 
time of sale they had, not been included in any Treasury order, 
and the observance of certain conditions of sale. 

Four long lists of securities requisitioned under the Defence of 
the Realm Regulations were issued by yie Treasury, the last* 
being dated 7th l\J[ay, 1917. 

The entry of the United States of America into the war on the 
side of the Aljics at the commencement of April, 1917, and the 
subsequent granting of loaps (from 25th April) by the United 
States Government to the Allied Governments, i endcred unnecessary 
any further deposit of securities as collateral for new loan'j raised in 
America by the British Govcrnmeqt. * 

About the middle of May, 1917, the Treasury 'announced that, 
until further notice, no more securities would be •accepted for 
deposit under Scheme B, except securities which were subject To the 
special Income Tax of 2s. in the £, but which had not yet appeared 
in any requisition order under the Defence of the Realm Regulations. 
Notwithstanding part closure of the dejiosit scheme, the Treasury 
were still desirous of purchasing outright American and Canadian 
Dollar Securities suitable for sale in the United States of ^mciica. 

Scheme B was closed, on 1st March, 1918,' but securities subject 
to the additional Income Tax of*2s. in the and which .had not 
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appeared in any of the requisition orders, were still accepted on 
loan for a period to expire on 31st Marcii, 1922, under the terms 
and conditions of Scheme A, subject to return at any time on the 
Treasury giving thr(]e months' notice. The additional special 
Income Tax of 2s. in die £ was discontinued from 6th April, 1919, 
and the purchase by the Treasury of deposited securities was 
discontinued from 28ih April, .1919. 

In the middle of April, ^920, and again at the commencement 
of May, 1920, the Treasury announced that it was prepared to 
purchase certain securities which had been deposited on loan. 

On 10th November, 1920, the National Debt Office announced 
that until further notice the Treasury would, on application, 
release securities in New York, previously deposited by the lenders 
under Scheme B, without requiring the depositor to provide the 
equivalent value in dollars in New York. Up to this date, holders 
of deposited securities who wished to sell in New Yoik were required 
to pay dollars to the account of the Treasury there, receiving the 
equivalent amount in sterling Several announcements had been 
previously made to the effect that the Treasury had decided to 
exercise its option to return to holders certain shares and bonds. 

In a Parliamentary answer about the middle of March, 1921, 
the Chancellor of the Exchequer gave the following particulars as 
to the amount of securities deposited with the Treasury and the 
amount .sold or returned to holders — 

The nomina,! amount of securities originally deposited was • Sterling 
.sbcunties, ;^307,607,063 ; Dollar securities, /648,3 14,720 , Other currencies, 
;^2 1,096, 800. Of these, there have been sold or released under the terms of 
the scheme, pi, 090, 803, /293,598,367- /14,105,200: and returned (or 
under notice of return). 165,381, .36.5. /2 1 1,2.39,708, p, 991,600 There 
remain: Pledged and subrogated p3,2 1 5,0,34, p6,529,910 . Frec,;^17,919,863 
P6,946,735. (No securities remaincc’ of " Other Currencies ”) 

Three months' no'uce of return of sccuntics has to be given Free secunties 
consist mainly of pcTitions of blocks of bearer securities the balance of which 
IS pledged, and the,se can only be' conveniently released when the whole block 
can be xreed for return Every effort is lieing made to return these securities 
as fa.st as possible, and further depo.sits will be available for return shortly, 
which will redvee the free sccuritic.s to p,028,790 and p7, 600, 7 10. 

The annual charge for the additional allowance of ^ per cent was /1, 800, 000 
m 1919-20; will be less ‘hpn /1, 500,000 in 1920-21; and should be 
extinguished by 31.st March, 1922. ^ 

^ American Doltar Securities Committee: 

This Committee was appointed by the Chancellor of the Exclu quer 
at the ei?d of December, 1915, '^to control the operations of the 
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Treasury undertaken foi the purpose of carrying into effect the 
Government Scheme for die sale to, and deposit with, the Treasury 
of Amefican Dollar Securities/* • 

Early in December, 1919, the American Dollv Securities Com- 
mittee issued a very interesting report ccAtaiiiing a review of 
thoir operations in connection with the securities that had been 
^ loaned tt) or purchased by ^h^ Government under the mobilization 
of securities scheme. In this repoVt, the Committee stated that 
their functions were to control the f)perations initiated at the 
Treasury for the purpose of improving and maintaining tjie Ame];ican 
Rate of*Kxchange,^ which had been gradually falling since the 
commencement of the war, as a result of the large purchases of 
munitions and«oth(W goods. 

The following are extracts from the repoit of this Committee— 
Immediately preceding the declaration of* war, the cable rate in 
New York was abnormally high, being marked at $7 to the £ on 
the ^st August, 1914, although it is doubtful if much business was 
done above vs3 to the £. The* rate gradually fell until the end of 
the year, when it was quoted at *4-86J. In 1915 the rate still 
continued to fall iinftl July, when the quotation was 4*77. In 
July, 1915, the Treasury took the first step with the view of helping 
the exchange by instructing the Bank of England to purchase 
American Dollar Securities in London and* transmit them to New 
York for sale; ’and these operations were continued until the 
close of the year, by which time securities of the nominal amount 
of $233,000,000 had been purchased. In the meantime, tl^e 
exchange had fluctuated Ifetwcen the rate of $4*77 and $4*51, 
with an upward tendency from the end of October. On the 15th 
December, 1915, a circular letter to iysurance and trust ‘companies 
was issued by the Treasury reefuesting them tp submit lists of 
American Dollar Securities which* they were willing to sell or 
deposit on loan with the Treasury, and on 51st Decei^iber a 
corresponding circular was issued to the general public. 

A scheme setting forth the conditions under which»the securities 
w^uld tfe (1) purchased, or (2) accept od on loan (subsequently 
known as Scheme A), was^ published in the London Gazette cA i\ie 
17th December, 1915, and, as this scheme formed the basis of the 
operations of the Committee, t^e salient tcifiis may be m’entioned. 
(1) Purchase . — The Treasury undertook to purchase any suitable 
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Dollar Securities, at prices based on current New Yoik Stock 
Exchange quotations, the sterling price to be paid being calculated 
at the exchange of the day ; in the case of no reliable quotations 
being available t^e price was to be fixed by agreement. 

Exchequer 5 per *j^cnt. Bonds maturing in 1920, available for 
subscription to any future long dated War Loan at face value, plus 
accrued interest, could be taken at the seller's option in lied of cash. 

(2) Deposit on Loan . — Securities loaned to the Treasury were 
to be accepted for two yeai^ from the date of deposit, on the under- 
standing that the interest received on such securities would be 
paid to the depositor together with an additional payment at the 
rate of one-half of 1 per cent, per annum on the nominal amount 
of the security. The securities would be inscribe J m a Treasury 
Register and transferable by deed, but so as not to involve the 
depositor in any additional expenditure for stamps or fees ; and 
Treasury Certificates negotiable on the London market would be 
issued for each deposited security. Depositors had the option to 
release sccuiities so deposTed by payment of the dollar value in 
New York, or they could be sold on behalf of the depositor, the 
understanding in each case being that th^e equival(*nt value in 
sterling at the exchange of the day should be paid in London. 

In January, 1916, the Committee commenced operations by the 
issue of a selected liHt of 54 American Dollar Securities, the 
respective quotations being based on the current New York price 
specially sent by cable the previous night. 

I On the first day, secunties to the value of as much as ;f450,000 
were obtained, and the figures were rapidly increased as the scheme 
became more widely known — in fact, the business was such that 
it was found desirable to Jiave special contract notes printed, 
which provided for the purchase money being paid in Exchequer 
Bonds as well as4n cash, and for the physical possession certificate 
required to exclude enemy securities. 

Additional lists of suitable bonds and shares were published from 
time tojime", and by this means the Treasury had, by 17th March, 
1916, offered to purchase»ab the officially quoted prices no" less than 
256 selected securities. Furthermore, very large blocks, not 
necessarily limited to the investments quoted in these lists, were 
purchased from various insurance companies, banks, etc., at agreed 
figures, and in this connection the preliminary information supplied 
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on the •forms, to which reference has previously been made, was 
found n^ost useful. The value of secuiities so obtained by that 
date was •£40,500,000. * • 

So far the operations of the Committee had beep limited to the 
purchase of securities iot sale in America, but Ihe requirements of 
the Qovernment necessitated increased supporc, and the Treasury, 
on the 24t4i March, 1916, decyied that deposit on loan of secuiities 
should be commenced. Preparations for this extension of the Com- 
mittee’s operations had been made beforelfhnd ; a booklet containing 
a list of 778 securities suitable for deposit was issued, tog|^*ther wij;h 
a set of working regulations and a copy of the Scheme as published 
in the Lor^don Gazette on the same day. The minimum amount of 
any one security rkcceptablc for deposit was fixed at $5,000 (£1,000). 

On the 16th May a booklet of 909 securities which the Treasury 
would purchase or accept on loan was puNished.' During the 
period from the 17th March, the amount paid for securities bought 
Vas £8,500,000, and the nominal amount of securities deposited 
on loan $40,300,000. As these •figures jv^re below the amounts 
required, ana since some hesitation t6 comply with the Treasury 
wishes was evident, the Chancellor of the Exchequer issued a special 
request for increased support on the 27th May, 1916, and, on the 
29th May, a resolution of the House of Commons provided for an 
additional Income Tax of 2s. in the £ on shch securities as the 
Treasury, by meafts of special lists, declared its willingness to 
purchase. Tliis resolution was embodied in Section 27 of the 
Finance Act, 1916, 6 & 7 Geo. 5, cap. 24, which imposed the tax on , 
securities to be specified, which were not placed at the labsolute 
disposal of the Treasury by eitl*er sale or deposit. 

The effect of the resolution was imjnediately evidencPd by a 
large increase m both the soles and tife deposits. I'he, first special list 
was published in the 5th Supplement .to the London Gazette of the 
5th June, 1916, and was followed at infervals during the yeaj; by 
five other lists. 

At the 12th August, 1916, the total amount of tlie purchases was 
£109^228,000, and of deposits £83,614,000, ipaking in all £192,8^2,000. 

On the 16th June, 1916, the Deposit Scheme was extended so as 
to include securities of less nominal amount than $5,000. These 
small holdings of securities were t^o be deposit id tlirough ap'proved 
agents, such as bankers ahd stockbrokers, by whom the offers were 
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to be aggregated and deposited with the Treasury in the name of 
the agent. 283 agents were appointed, the ariangenKnt being 
that they should practically keep a sub-register and undertake the 
distribution of IJie interest and additional allowances as they fell due. 

In July, 1916, ^Jhe Treasury made a special bid lor certain 
securities of the Provinces of Manitoba and Saskatchewan, and in 
August for City of Winnipeg 4 per cent. Consolidated Stock, 
1940-1960. ' • " " 

On the 12th August, C916, a new scheme for loan of securities 
to tlie Treasury (known as Scheme B) was promulgated. The terms 
of this scheme were in most respects similar to those of Scheme A, 
except that (1) the duiation of the deposit was fixed at five years 
from 31st March, 1917, subject to the right otthej'reasury to return 
the securities at any time after 31st March, 1919, on giving three 
months’ notice ; aiifl (2) the Treasury reserved the right of disposing 
of the securities if necessary, continuing the payment of interest 
and additional payment until the end of the period of loan, when 
similar securities would-be returned, or, failing such return, the 
Treasury undertook to pay the depositors the deposit value of the 
securities with an addition of 5 per cent, cn that value, or the price 
realized, whichever was the greater. The deposit value was defined 
in the scheme. 

Depositors under Scheme A were given the option to transfer 
to Scheme B, and advantage was taken of this effer to the extent of 
57 J millions out of a total of 82 J millions. The offer was withdrawn 
on 4th September, 1917. 

All securities which were acceptable on loan under Scheme A 
were also acceptable under Sche«me B, and, in addition, certain 
other securities were included, chi( fly foreign and Colonial Railway 
and Government Securities having a regidy market in the United 
Kingdom. 

'^e Registered Canadian and South American Railway Stocks 
were freely offered and aggregated about ;fl73,000,000. An advan- 
tageous ard economical arrangement was made with the respective 
railway companies, by which they undertook to keep the Treasury 
Register and to pay the dividends as they fell due. 

By this arrangement the National Debt Commissioners were 
relievM of the pr^aration and despatch each year of dividend 
warrants to the number of 350.000, but m order to be prepared for 
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any untoward circumstances a duplicate of the Registei was set 
up. The Treasury Certificates, numbering 162,000, were prepared 
in, and issued by, the Department. * 

Bearer «ecvrities with coupons payable in Lohdon were also 
lodged freely, and aggiegated 12,000,000 ;/ in this instance a 
speciSl arrangement was made with the paying agents by which 
they undertook to pay the coupons plus the j*dditional allowance 
for a limited time, on being supplied with schedules in duplicate, 
in such form as would permit of the calculations being completed. 
The arrangejnent lasted until the 30th September, 1917f when the 
whole of ttie work was taken over by the National Debt Office. 

In October, 1916, Messrs. J. P. Morgan &Co. notified the Treasury 
that it would be ‘desirable to include in the collateral for a forth- 
coming loan in the U.S.A. a certain amount of Biitish Railway 
Debenture Stocks. As only a limited sum ^^as required it was 
decided to issue a private invitation to a few large holders, mainly 
insurance companies, to deposit their stock. The terms varied 
from those ol Scheme B in so far as the additional interest allowed 
was 10 per cent, of the ^annual rate instead of J per cent, on the 
nominal amount of stock, but depositors were guaranteed that, 
should any further scheme for borrowing securities be introduced, 
they would be given the advantage of any improved conditions or 
remuneration. The nominal amount of the stocks obtained by 
this method approximated to £17,500,000. 

The aggregate^ amount of the purchases and deposits to the 31st 
December, 1916, were £118,269,000 and £347,524,000 respectively. 

On the 24th January, 1917, the Defence of the Realm (Securities) 
Regulations, Nos. 7c, 7d, and 7e, came into force, which gave the 
Treasury power to acquire securities, and placed restrictions on 
the disposal of same. Wfiile securities continued to be received on 
deposit, such securities were to be subjeejt to any oi^der^ that might 
be issued by the Treasury under the Regulations. •The Trecisury 
Notice under these Regulations, dated 30th Janiwy, 1917, stated 
the conditions under which securities could be sold aT^roaJ, and 
placed upon the American Dollar SecurHit^ Committee the duty 
of issuing the necessary permits. 

On the 17th* February, 1917, the Treasury issued the firsj order 
under the Defence of the. Realm (Securities) Regulations, applying 
the provisions of Regulation 7c to ’certain specified securities, and 

13— (1723) 
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requiring the owners or custodians of such securities ^nd other 
persons interested in them to take effective steps to deliver the 
securities to the American Dollar Securities Committee on or before 
the 17th Marcn, 1917, at the prices specified against .^,he several 
securities. , 

Tliree additional (orders were made by the Treasury, the last 
being dated the 7th May, 1917. 

On the 11th May, 19J7, the acceptance of securities on deposit 
was discontinued, except as regards such securities as were subject 
to the additional Income Tax of 2s. in the £, but the purchase of 
securities was retained. 

Scheme B was closed on the 1st March, 1918, but securities 
subject to the additional Income Tax of 2s. in the £, and which 
had not appeared in any of the requisition orders, were still accepted 
on loan for a period to expire on the 31st March, 1922, under the 
terms and conditions of Scheme A, subject to return at any tim^ 
on the Treasury giving three months’ notice. 

The securities loaned un^cr vSeheme A for a period of two years 
from the date of deposit commenced to (all due for return to the 
depositors m March, 1918, and it was deemed desirable to offer to 
extend the term so as to provide for the return of securities ter- 
minating at the sarpe time as those deposited under Scheme B. 
The majority of depositors accepted the offer, securities to the 
nominal value of only $476,270 being returned at the original 
maturing dates. 

On the 2nd January, 1919, the prohibition on the sale of securities 
abroad without the permit of the American Dollar Securities 
Committee was removed, and the functions of the Committee were 
reduced to granting permits for the import of securities sent abroad 
for registration. On the same date the purchase operations were 
limited to the requisition/?d securities and the securities that had 
been deposited on loan ; and the purchase of the latter was 
discontinued on -28th April, 1919. 

It :s a satisfaction to the Committee to be able tq state that 
notwithstanding the immense number and variety of securities 
loaned to the Treasury, not a single instance has occurred of a 
security being lost. 

The following table shows the totals qf the several currencies of 
the sepuritjes acquired by the Treasury up to 31st March, 1919 
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for tlic ptiipose of maintaining the exchange in New York, and 
also to a miodified extent the exchanges in Holland*and the Scan- 
dinavian countries. The purchases include those *madc by the 
Bank of }?ngfand before the appointment oy the Committee, 
amouq^ing to $233,000,000 or, m sterling, to £46,600,000, and 
also those securities which wer§ bought after they had been loaned 
to the Treasury, the sterling equivalent of wfiich amounted to 
£24,360,000. • 



Purchases 

• • 

Loa^jjed 

Secunties 

Total 

» • 

No of 
Different 
Securities 

Dollar Bonds 

$ 680,014,944 

197.856,380 

877,87 1.3'.41 

1,421 

Dollar Shares 

$ 241,317.761 

303.593,880 

54^,911,641 

389 

Sicrhng Bonds 

i 27,803.232 

115,160,121 

142,963,356 

123 

Sterling Shares 

£ «75 

— 

875 

1 

Registered Stocks. 

£ 4,119,358 

171.851,047 

175,970,405 

40 

Home Railways . 

£ 

^ 7,494, 182 

17,494,182 

43 

Franc Bonds 

Fes. 

8,451i500 

8,458, vSOO 

2 

Krone Bonds 

Kr 

8,152,100 

8,152,100 

, 3 

Flonn Bonds 

FIs rt 1,600 

4.374,600 

4,486,200 

4 

Florin Shares 

FIs, 5,341,100 


5,341,100 

2,027 


For the purpose df arriving at the aggregate amounts of the 
securities acquired, the various currencies have been converted 
into sterling at the customary rates, viz., 5 dollars to the £, 25 
francs to the £, 18 kroner to thd £, and 12 florins to the £— • 



t 

Purchases 

• • 

Loaned 

Securities 

• 

Total. 

Dollar Bonds 

£ 

136,002.988 

* • £ 

39,571,276 

• i 

• 175,574,264 

Dollar Shares 

48,263,552 

60,718,776 

108,982,328 

Sterling Bonds 

27,803,232 

115,160,124 . 

142,963,356 

Sterling Shares 

875 



• 875 

Registered Stacks . 

4.119,358 

171.851,047 

175.970,^05 

Home #Rail ways 

— 

17,494,182 

17,494,182 

Franc Bonds . 

— 

338,340 

338,340 

Krone Bonds 

~ 

452,894 

452,894 

Florin Bonds • . 

9,300 

364,550 

373;850 

Flonn Shares. 

445.0^ 

-• - 

— » 

445,091 


216,644,396* 

405,951,189 

622,595,^85 
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The figures on previous page do not include a special creation of 
$40,000,000 Canadian Pacific Railway 4 per cent. Dollar Debenture 
Stock deposited by the Canadian Pacific Railway rJompany. 

\ ^ 

From the foregoing statement it \vill be seen that the total 

securities purcluibcd amounted to . . . . . 216,'644,000 

of which the BanJ^ of England bogght . . . 46,600,000 


and the American Dollar Secuntics Committee . . 170,044,000 


' The deposits on loan at 31&t March, 1919, amounted to , . 405,951,000 
The deposits on loan sold t^ Trcasuiy amounted to i 24,360,000 
and the special deposit of the Canadian Pacific Railway 
Company amounted to ...... 8,000,000 


Making the total amount actually deposited . . . ;^438,31 1,000 


The Dollar Securities can be analysed to a limited extent, thus — 



Purchased 

Loaned. 

Total 

Dollar Bonds 

Dollar Shares 

£ 

136.002,988 

48,263,552 

£ 

39,571,276 

60,718,776 

£ 

175,574,264 

108,982,328 

Deduct Canadian secunties | 

184,266,540 

100,290,052 j 

284,556,592 

included 

6,651,836 

27,361,344 | 

34,013,180 

Amencan secunties . ! 

177,614,704 

1 

72,928,708 

! 

250,543,412 


It will be seen that, of the American Dollar Securities, amounting 
to £250,543,000, which (jame into the possession of the Treasury, 
£177,614,000,. or 71 per cenf., were purchased for re-sale in New 
York, and^^2,928,000, or 29 per cent., are still held by this country. 

Jhc foregoing stateinents furnish an indication of the work 
resulting from the operations of the Committee as the position 
stood at 'the 31st March, 1919. 

K 

Since that date the additional special Income Tax 6l 2s. in the £ 
was discontinued as from the 6th April, 1919, the purchase \)y the 
Treasury of deposited securities was discontinued on the 28th April, 
and, 'the required^ three mont,hs' notice having been given, the 
return of registered stocks to the amount of £67,615,000 commenced 
on 1st April. i 
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The result of the entieavours to maintain the New York Exchange 
to which the operations of the Committee contributed was that a 
practically®u;^iform rate of $4*76xV to the £ was maintained until 
the 21st MjircJi, 1919, when the control was remo\*ed. 

(^OVERNMENT REVENUE, BORROWINGS, ANi/ExPENDITURE 

•Since the Commencement of the War 

In the following tables. Government Revenue, Borrowings, and 
Expenditure are shown separately for tiTe eight -month period — 
2nd August, 1914-31st March, 1915 ; and for the fiscal yeaj^s 
ending 31sU March, 19J6-1921. This division clearly discloses the 
rapid incr^se in war expenditure during the course of the war — 
• • 

Year Ending 31si March, 1915 

£ £ 
Total Expenditure. . 560,473,533 Revenue .... 226,694,080 

Increase in Exchequer | Net Borrowings . . 406,795,886 

Balances .... 73,016,433 

;^633,489.966 [ / 6 ' S 3 , m , 9 Q 6 


1st April-Ist August, 1914 (Pre-War) 


Total Expenditure . 62,113,553 Revenue 

Decrease in Exchequet Net Borrowings 

Balances .... 5,374,131 


£ 

54,935,336 

1,804,086 


;{56,739,422 


;^56,739,422 


WAR PERIOD 

2nd August, 1914-31st Mivrch, 1915 

• • 

£ : ^ £ 
Total Expenditure . 498,359,980 1 Revenue . . . .• 171,758,744 

Increase in Exchequer I Net Borrowings . * . 404,994,800 

Balances . . . 78,390,564 ! 

I • 

>f576,750,544 j ^576.7,50, 544 


Daily average of total expenditure, £2,059,000. 

Daily average of total expenditure for year* ending 3Ist March, 
1914 (pre-war), £541,000.* 
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Year Ending 31bT March, 1916 

L 

Total Expcnditivre . 1,559,158,377 Revenue . 
Decrease in Exchequer Net Borrowings 

Balances . r . 57.875.946 j 


;^1,501.282.431 


i 

. ■ 336.766.824 
. 1,164,515,607 


/;i.501,282.431 


Daily average of total expeiidiUitc, ;f4, 260,000. 

Ye\r Ending 31st March, 1917 

I i 

Total Expenditure . 2.198,112,710 | Revenue . . . 573,427.582 

Increase in ICxchequer ' Net Borrowings . . 1,625,545,981 

Balances . . . 860,853 


,(2,198,973,563 /2, 198,973,563 

Daily average of total expenditure, ;f6.022,000. 

Year Ending 31st March, 1918 


Total Expenditure . 2.696,221,405 i Revenue .... 707,234,565 

Decrease in Exchequer Net Borrowings . . 1,983,581,011 

Balances . . . 5,405,829 

/2,690.815,576 ' ;(2,690,8 15,576 

Daily average of total expenditure, ;f7, 387,000. 

Year Ending 31st March, 1919 


Total Expenditure . 2,579,301,188 Revenue . 

Decrease m Exchequer | Net Borrowings'. 

Balances . . . 8,230,524 


i 

889.020.825 

1,682,049,839 


;(2.57 1,070.664 j ,(2,571,070.664 

Daily average of total expenditure, £7,067,000. 

On 11th NoYcrnber, 1918^ Armistice signed with Geimany. 

^ Year Ending 31st March, 1920 

L I 

Total Expenditure . 1,665,772,928 Revenue .... 1,339,571,381 
Decrepse in Exchequer Net Borrowings . . 322,771,138 

Balances . . . x 3430,409 ‘ 


;(1,662.342.519 


;(!, 662,342.519 


Daily average of< total expenditure, £4,551,000. 

On 28th June, 1919, Germaay signed the Peace Terms. 
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YIar Ending 31st March, 1921 


» A 

Total Expenditure . l,19vS,427,877 
Decrease in Ex^cquer 
Balances* .i . . 6,294,591 


;^1, 189, 133,286 


Revenue 

Net Repayments .« 


1.425,984,666 

236,851,380 


;^1, 189, 133,286 


Daily aveiage of total expeuflituref ^£3,275,(100. 

SUMMARY FOR SIX YEARS Al^Ma FOUR MONTHS 
2nd August, 1914~31sr March, 1921 


Total Expenditure . 12,392,354,465 
Dcciease iif Exchequer 
Balances . . • . • 1,985,882 

;^12, 390,368, 583 


Revenue . 

Net Borrowings 


5,443,764,587 

6,946,603,996 


;^12,390, 368,583 


Thu expenditure amounts shown in the foregoing tables include 
loans AU'es and Dominions,. The following table shows the 
amount of such loans and the periods dmmg which they were made, 
accoidmg to statemcnts^iaade by the Chancellor of the Exchequer 
at diflerent dates — 


Advances ro Allies and Dominions 


- 


(Million £'iy) 





A'lvanccs 
1st Au«* 
1914, 

to 31st Mir, 
1916 

1 • 

Adv.inces 
dunnii 
Finanti il 
Year 

1916 17 

Adv xncos 
duniiv' 

I'm uicj.il 
Year 
1917-18 

Ailvan<'os 

during 

Fm mcial 
Yeir 
1918-19 

Advances 

dunn;' 

I'lnancial 

\ear 

1919-20 

1 

Total 
Atlvances 
from Ft Aug. 
1914, to 
3M Mar 
1920 

Dominions . 
Allies 

88 

288 

59 • 

539 

47 

505 

* 

1 

to ' 

CO to 
O CO 

-5U 

163 

. 119J 

1731 

Total 

376 

598 

1 552 

213 

111^ 

• 1850J 


A graphical leprcsenfation, in *coluinnar form, of the total 
expenditure, revenue, and net borrowihgs (for 1921 tict Repayments) 
for each of the last eight fiscal yeais, is shown on Ihe next page. 

A table is given on page 201 showing the yarious forms of 
Government borrowing since the commencement of tin? warmup to 
31st^arch, 1921. The amounts given under Hie heading “ Receipts " 
do not represent the actual i^mounts of the vai ious forms of loans 
outstanding on 31st March, 1921, for conversions and part redemp- 
tions have materially altered naany of the •amounts since first 
received. • 




Total Expknloiture for Fiscal Years Ending 
31st Mai^ich 

Shaded parts represent Revenue Unshaded parts ♦ represent net 
Bori'owings Shaded part below base line represents net repayments 
during fiscal year ending 31st March, 1^21. Total expenditure is 
represented by height of columns from base line 
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• (;ovKRNMENT« Borrowings, Revenue, and Expenditure 


3]^ per Cfliit, 
4J per Cent. 


h 


From 2nd August, 1914, to 3\st March, 1921 

F^chequer Receipts. 


ar Loan, 1925-28^ 
ar Ivoan, 1925-45* 


4 per Cent. War Loan, 1929-42, and / 

5 per Cent. War Loan, 1929-47 \ 

4 per Cent Funding Loan, 1^0-1990 

4 per Cent. Victory Bonds . • 

3 per Cent. Exchequer Bonds, due 1920 

3 per Cent Exchequer Bonds, due 1930 

5 per Cent. Exchequer Bonds due 1919, 1920, 1921, 1922 
5| per C^n^ Exchequer Bonds, due 1925 

6 per Cegt. Exchequer Bonds, due 1920 
National War Bonds, ’due 1922, 1923, f924, 

1928* 1929 

Treasury Bonds (i 1 5 years) . 

Net increase m Treasury Bills outstanding 
War Expenditure Certihcatcs 
War and National Savings Certificates 
5 per Cent. USA Loan (issued October. 1915) 

Other Debt created under the War Loan Acts, 1914-19 
(which includes proceeds of Loans raised abroad) 
Temporary 'dvanccs (Ways and l^eans) 


1925, 1927 


331,798,408 

592,479,544 

948,459,330 

231,146,047 
244,695,776 
47.942,345 
12,824,800 
416,862,065 
, 67.21i784 

161,000,565 

1,732,793,516 

22,584,233 

1,105,341,000 

23,561,000 

339,140,794 

50,820,023 

1,309,542,281 

153,489,000 


Subtract following issues out of Excheqiter-- 
Exchequer Bonds redeopied under the War 
Loan Redemption Act, 1910 . 

Issues under Section 1 (5) of the War Loan 

Act. 1915 

War Ixians, Exchequer Bonds, etc , under 
Finance Acts, 1916 (Section 61) and 1917 

(Section 34) 

Exchequer Bonds paid off. 

War Expenditure Certificates under War 
Loan Act, J916 .... 

Principal of National Savings Certificates 
Amcncan Loan, 1915, redeeifled 
Depreciation Fund under Financ^ Act, 1917 
Issues under the Civil Contingencies Fund 

Act,' 1919 

Excess of other Issues j»ver other l^ecei(5ls 


16,395,500 

170,143,313* 


232,812,985 

134,657,609 

23.561.000 

54.600.000 
59,229,221 

122,361,026 

29,489,814 

1,842,047 


7,791,696,511 


845,092,515 


Net borrowings, 2nd Aug, 1914 31st .\Iarch, 1921 . • 6,946,603,996 

Add Revenue for same period . . . *. 5,443*764,587 


• 12,390.368.583 

Add decrease in Exchequer Balances . . * 1,985,882 

• ^ ? 

Total declared expenditure for period 2nd Aug, 1914 31st 

March, 1921, chargeable against revenue. . . ;^12, 392,354,465 

' Through Conversions ;^62,745,(y0 in issue on jllst March, 1920 

* ^13,007,000 in issue «n 31st March, 1920, owing to Ciyi versions 

• Includes repayments to Bank of England of / 160,427,623 
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GOVERNMENT REVENUE 


The folhywing lablq shows the rcvciuie, and tlie poicintage it 
bore to the total expenditure for each fiscal ycai since 1914— 


For Fiscal 
year ending 
31st March 

Total 

Expenditure 

dotal 

Revenue, 

R» venue 
( X pressed as 
percentage of 
Expenditure 

Estimate d 
• Normal 

R» venue ' 

Excess of Ac tual 
oiler i stiinatcd 
Normal 
'Jte venue 

1914 . . 

£ 

(millioiis ) 
,197 

i 

(millions ) 
198 

0 / 

100 5 

£ 

(millions ) 
196 

£ 

(millions ) 

2 

1915 . . 

561 

227 

40 4 

207 

20 

191(3 . . 

1,559 

337 

21 6 

212 

125 

1917 . . 

2.198 

573 

26 1 

217 

3g(6 

1918 

2,(396 

,707 

' 26 2 

222 

485 

19192 . . 

2,579 

889 

34 5 

227 

662 


9,593 

i 2,733 


1,085 

1,648 

1920 . . 

1,666 

1,340 

80 1 

232 

1,108 


11,259 

4 073 


1,317 

2,756 

1921 . . 

1,195 

1,426 

1193 

237 

1,189 

1 


12,454 

5,499 

— 

1,^54 

3,945 


‘ ^ If the war had not takf-n place , bul tlie annual increasis would not have 
1 x 0.1 equal. 

“ Armistice made with Germany, lllh November, 1918 IVace signed 
28th June,^ 1919 


It will be observed from the above table that, since 1914, there 
was a^ considcrajble expansion in revenue each year, the greatest 
expansions taking place during the fiscal years ending 31st March, 
1917, 1919, and 1920. (More than half the expansion in the last 
named year was due to sale, of surplus war stoies and other assets.) 
It will also be noted from the figures jthat there was a surplus of 
£231,000,000 for the fiscal year ending 31bt March, 1921, as against 
a deficit ‘ of £326,000,000 for the vpi evious fiscal year. As soon 
as it was re(?ognizcd that the war was likely to prove of long 
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duralfon, the Govisrnment did not hesitate to impose a consider- 
able increase in taxation with each^ successive Budget, ^ not 
only wiM^^he object of financing as great a p«irt as possible of 
war expeiwiture out of revenue, but also wi^h the object of 
increased taxation compelling reduction in x:ivilian consumption 
of ^oods and services at a time when war conditions demanded 
general ‘public economy. A great war neccssaiily entails a con- 
siderable transference of national encTgy from peace time production 
to war requirements, the economic lm»! of division being reached 
when any fuither transference of purchasing power from^the 
public t( 4 *the Government would involve impaired efficiency and 
reduced^output of munitions and other goods and materials required 
for the prosecution t)i hostilities. 

The total revenue received since 1914 includes, of course, the 
amount that would have been received uiidcr peace conditions. 
It is nut possible to state definitely what such amount would have 
been if the war had not taken place, but m the foregoing table it 
will fie obs- /ved that an allo^^fance ha‘^been made for an average 
annual mcre.'^e of £5,000,000 m nofmal revenue in estimating the 
total extra revenue ratsed during the six years 1st April, 1914-31st 
March, 1920, namely £2,756,000,000 ; or during the seven years 
1st April, 1914-31st March, 1921, namely, £3,945,000,000. It is 
very evident that such an enormous amount of increased revenue 
could not have bben laised except for the great increases in profits, 
wages, and salaries during the same period. 

As to the ;?ources from which the extra revenue was obtaine^, 
the first of the tables giveif at the end of the chapter «4iows that, 
in the mam, the increase was derived from Income Tax, Excess 
Profits Duty (a new tax and reviewed later). Customs affid Excise. 
• • 

* No material new taxation was impo‘^d by the BuclK^t of 4th May, 1915, 
a further increase in Income Tax rates rbr the fiscal >tmr 1915-1916 having 
been provided for in the Supplementary Budget of ntji November, 1914. 
Mr. J E Allen considers, that the Government should have impost much 
greater taxation during the war, particularly in its e^rly stages. 

* The dates on which the various Budgets between 1914* and 1921 were 
introduce^ into the Hou^jC of Commons were as follows 4th May, 1914 
(Mr Lloyd George), 17th November, 1^4 ^Supplementary, Mr Lloyd 
George) ; 4 th May, 1915 (Mr Lloyd George) ; 2 1st September, 1915 (Supple- 
mentary, Mr McKenna); 4th*April, 1916 (Mr McKenna) , 2nd May, 1917 
(Mr. Bonar Lfiw) ; 22rid April, 1918 (Mr. Bonar Law) , 30th April, 1919 
(Mr Austen Chamberlain) ; 19th April, 1920 (Mr Austen Chjfmbcrlain) ; 
25th April, 1921 (Mr Au'il on Chanlberlain, on bclialf of Sij Robert Horne, 
the new Chancellor of the Exchequer) 
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A large amount {see miscellaneous special receipt >) was also received 
from sale of surplus war stores after the termination of the 
war. The actual increases recorded under the headin^j Postal, 
Telegraph, and Tdephone Services were relatively sma^ i, ^nd were 
necessitated by the' increased cost of maintaining ^uch public 
services. 

It is not possible in a space of a chapter to review in detail the 
various alterations made in individual taxes and duties since 1914, 
but it may be said that nearly all taxes or duties which were in 
operation before the war were considerably increased during its 
continuance. The Income Tax underwent several alterat^jns, both 
in rates and allowances. Certain new taxes were also imposed, 
the main new revenue producing measure being the Excess Profits 
Duty, considered below. 

Excess Profits Duty 

Very early in the war there was a growing volume of opinion 
that some form of limitation should be placed on producers, 
manufacturers, traders, and others extracting abnormally large 
profits from the community duing the continuance of hostilities. 
Very large profits were being easily made on account of scarcity 
conditions, created by Government demand for war requirements 
competing severely with civilian demand. It was rightly contended 
that various members of the community should not be permitted 
ynduly to enrich themselves out of war conditions whilst large 
numbers cf men were fighting and dying for their country on the 
battle-fields. 

Recognizing the equity of a tax on abnormal profits indirectly 
due to conditions created by the war, the Chancellor of the 
Exchequer (Mr. McKenna), iix the Supplementary Budget intro- 
duced^ into tfie* House of Commons on 21st September, 1915, 
announced a new tax to be known as the Excess Profits Duty. 
This tax provided that 50 per cent, of all profits above a defined 
“pre-war standard” wt-e,to be paid over to the Treasury, |}ut 
the duty was not to apply to farmers aqd professional men. It was 
estimated by the Treasury that the tax would yield £30,000,000 
on estimated excess profits of £60,000,000 in a full elective war 
year. This a'mount later proved to have been a very serious 
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• • 

undcr-^slimate. ^ In successive Budgets the estimated yield was 
very gro^y increased, and approximated to acj:ual receipts. In 
the Budg™ntroduced on 4th April, 1916, the Excess Profits Duty 
was mcr*eas*d to 60 per cent., and in that introduced on 2nd May, 
19y. to 80 per cent. At the latter percentage it remained until 
reduced- to 40 per cent, by^the Budget introduced on 30th April, 
1919. The duty was again raised to 60 pet cent, in the Budget 
introduced on 19th April, 1920, and ’fas finally removed in the 
Budget introduced on 25th April, 1921, a promise of such removal 
having previously made by the Chancellor of ttie ExcheTjuer 
(Mr. Aijsten Chambcilain) in a speech made at Birmingham on 
3rd February, »192V 

Tlie table given below shows the yield of the Excess Profits 
Duty for each year since its imposition. Ip connection with this 
' table it has to be borne in mind that thei e was, for various reasons, 
considerable delay m the collection of the tax, often amounting 
to over tweiv o months, and that there was also some evasion of the 
full liability under the tax. 

VniLD OF Excess Urofits Duty Collectfid by iiie 
Exchequer 

For year ending 3 1st March y 


191^ .... 

140,000 

1917 .... 

139,920,000 

1918 .... 

220,214,000 

f919 .... 

285.028,000 

1920 .... 

290.045.000 

1921 . . • . . i 

219,181,000 

total 

£1,154,528 000 

« 


• • 

The above figures include a relatively small* amount received 
from controlled firms (Munitions Lev^). • 

In introducing the Budget on 25th April, 19^1, for tlKi fiscal 

’ In an article that appeared in the Bankers' M^aciazini for December, 
1915, Mr« A H Gibson pointed out that a very grave undcr-esVmate had 
bdcn made of the yield to be eventually 4loiA'cd from the Excess Profits 
Duty 111 a full effective war year, Mr. Gibson gave reasons and calculations 
for estimating the yield, on a 5t) per cent basis, at between £200,000,000 and 
£250,000,000,* and also expressed his opinion that there was bound to be 
considerable delay and some leakage in collectiou The basis ol the calcu- 
lation was the Budget citimate oi Ixirrowmgs mr the current fiscal year, 
due allowances being made for the prd*^war rate of national savings, borrowings 
abroad, sales of foreign*investmcnts, and other factors. 
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year ending 31st March, 1922, Mr. Austen Chamberlain stated 
that nearly £300,000,000 of Excess Profits Duty was in„p.occss of 
assessment, and further large amount remained to Je assessed. 
He pointed out, however, that a very large amount iniiSL be allowed 
for adjustments on appeal, and for repayments on account of 
deficiency in the case of businesses wlv'ch wore suffering horn the 
trade depression. The estimated receipts from the duty for the 
current fiscal year were 20,000,000. 

The Excess Profits Duty was a well-intentioned tax, but iinfor- 
tunat<‘Ty it gave rise to very unexpected evils, under conditions of 
scarcity. Generally speaking, it was passed on to the cov^'^^iicr ; 
it became an indirect tax on commodities. Wliilst scarcity con- 
ditions remained, and until the slump m trade, it was the practice 
of manufacturers and graders, in fact, of all who were likely to be 
subject to the tax, to fix the selling price of goods they offered lor 
sale at such an amount as would yield them a substantial lut |^>i(;fit 
after payment of Excess profits Daty. Experience soon proved 
that such net profit was usually considerably m e.xccss of the 
pre-war customary amount. In connection 'with this matter, the 
Report (Cmd. 858, p. 4) of the Committee appointed to investigate 
the prices, costs, and profits of the manufacture of Yorkshire 
Tweed Cloths contained the following statement : “ In practice, 
we find that Excess Profits Duty is added by manufacturers to 
the prime cost of the article and is an important factor in putting 
up prices.” 

The pasejing on to the consumer of Excess Profits Duty brought 
in its wake the following cumulative evils: (1) Fuither demands 
for increase's in wages and salaries ; (2) further inflation of credit 
ar,d currency ; and (3) materially increased* cost of necessary war 
materials. Through acceleratirg and being one of the causes of 
the rise in prifes, it broughv paiticular hardship on people with 
fixed incomes. Finally, the tax led to extravagance by those to 
whom it was, applicable, and at a time when there was urgent 
necessity* for the greatest possible national economy. \^'hatev;pr 
increased general charges or expenses were incurred by a firm or 
individual subject to the duty, the Government obyiously paid 
indirectly ‘a large part^ of such inepase, the proportion varying 
with the tax percentage, and being in the first instance extracted 
from the consumer. 
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Taxation Policy During the War 

• 

Fiom tP^wticiilars already given of the revenue since 1914 
(and thetal||es at the end of the chapter), it is obvious that the 
Government financed a considerable part of the immediate cost 
of the w^r out of the proceeds of taxation. After the declaration 
of Peace, the surplus receipts fiom the Rifv^enue were devoted 
to part liquidation of war-time borrovangs abioad and of the 
floating debt as represented by Tieasury Bills and Ways and 
Means Advances. But notwithstanding the enormoiif increase* in 
taxation made during the w^ar, Ihert were many authorities who 

considercll that taxation should have been made a still heavier 

• • 

burden on the community during hostihti(‘S, partly with the object 
^of lessening additions to the National Dcbt,^and p;irtly with the 
^object of enforcing greater economy in civilian consumption of 
•goods and services. Doubtless further taxation to the extent of 
10 to €0 per cent, could have lieen placed on the community, in 
particular duio g the early stages of. the war, but the degree to 
which taxation may at ^ny time be safely imposed must obviously 
be largely governed by certain general considerations. In matteis 
appertaining to finance, the Government has at all times to bear 
in mind the current temperament of the public, and to consider 
any proposed chai'^gc or additional burden on the community from 
the standpoint of expediency. During the war the increased 
taxation, direct, and indirect, pressed very severely on people with 
fixed incomes, and any furthej: matciial increase might have broken* 
up a large number of homes. IJnder the scarcity conditions ruling 
during the war, producers, manufacturers, and traders witfc easily 
able to pass increased taxation on ,to the consumer. 

An equitable imposition of taxatioi\is at all timq^s an exceedingly 
difficult matter, if not impossible. Money wages and profits can 
usually adjust themselves somewhat to increased taxation, whUher 
direct or indirect, particularly if there be inert'ased .production, 
but not tl^ purchasing power of people wiyi fixed incomes.* Such 
people pay not only their share of dirccTand indirect taxation, but 
also part of the direct tjfxation that should be borne by 
others, which is, however, passed on to tl^^ consumer dn the 
prices of commodities. »An equitable system of taxation would 
therefore demand special abatement syn direct taxation borne 
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by people with fixed incomes, if such concessions wer^ at all 
practicable. 

The adoption of the principle ''ability to pay" iV admittedly 
the ideal equitable basis of taxation at all times, but i . wjuld seem 
impossible to maintain it unimpaired under war conditions, which 
inevitably cause large economic disturbances. Rapid and wide- 
spread changes took olacc in the distriDution of the national income 
during the recent war, notjDnly on account of economic disturbances, 
bill also largely through inflation and apparent but artificial 
pr^fcperity o/ some classes created by the free spending, of Govern- 
ment funds on war requirements. The sacrifices csseniial during 
the recent war were, in consequence, very unequally distributed, 
in particular, the fixed income classes were compelled to make a 
proportionately greater contribution than the producing and other 
classes. 

The new tax, known as the Excess Profits Duty, brought in its 
wake, as already stated, many unexpected cumulative evils. The 
principle of the tax was sgund, but it ran up against human 
nature — the insatiable desire of some p 9 oplc to extract larger 
profits from the community whenever possible, and under peace 
or war conditions. A 100 per cent, tax on excess profits would 
9 robably have caused less inflation and less social discontent, but 
there would have been no inducement left, to Uiose who require 
the spur of larger profits, for the exercise of greater energy and 
industry. For this reason, the Munitions Levy, which applied to 
•controlled firms, and was a 100 per cent, tax on profits over a 
certain amount, practically failed as a revenue producing measure. 
Its enemy was human nature. The amount collected undci this 
tax from all controlled firms wjis almost negligible. Possibly the 
least objectionable tax that gould have been imposed during the 
war would Imve been a stpeply graduated tax on increases of net 
income. It wo*uId have had less influence in raising prices than 
the Excess Profks Duty. Taxes which lead to extravagance, 
very h^h prices, or restriction of output, are obviously bad from 
a national standpoint. 

If it had been possible to increase taxation by a fmther, say, 
£1,000,000,000 for the five-year period 1915-1919, spread equitably 
over all classes without causing grave social disoi ders, the National 
Debt would probably have been at least £2,000,000,000 less than 
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its present amount. 'As a result of such fuither increase in taxation, 
there would have been le^s civilian consumption of goods and 
sei vices, necessity for inflation, and, m consequence, the 

Governmqit|/ould have had to pay less for the goMs and services 
it required feV the prosecution of hostilities. Greater taxation 
wouli therefore have been accompanied by lesser prices and 
reduction'll necessaiy loans.* 'J^he consumer ^^^oiild have received 
some compensation for the higher taxation m a reduction or 
slackening m the rise m the cost of living. In particular, consider- 
ably increased taxation was desirable during the firs^ two yerrs 
of war 111 (irder to cli^'ch or reduce tfie tendency of puces to rise 
owing to ‘^:arcity conditions. In this event there would have been 
less necessity fd!- ml'reases m wages, and less inflation. The 
worst penalty for making large additions fo the National Debt 
tlurmg a period of rapidly using prices is that the buiden of 
fepayment increases later 'when prices tall and tend to become 
normal^ again. 

Whatever be die maximum ainount tho Government could have 
possibly laised xii taxation during the recent war, it will be a 
matter of wonder to fufiue histoiians that the country was able 
to increase its levenue from £198,000,000 for the year ending 
31st Maich, 1914, to £1,340,000,000 for the year ending 31st March, ^ 
1920. That such an enoimous increase was possible in a period 
of six years is due lo the fact that the national income, measured 
in money, increased ('iiormously during the war, through the 
lavish expendituie of boi rowed money and the effects of inflation. » 
Tile national income before fhe war was officially estinlated at 
£2,200, 000,000-£2,400,000,000. For the year 1919, the amount 
would probably not be far short of £5,000,000,000, the increase in 
the main being due to higher profits* wages, and saLsru s, the result 
of scarcity and inflation conditions. '‘The whole M tjns increase 
can obviously not be maintained m immediate future years, .and 
consequently a fall in the yield from existing taxes js to be expected 
during coming years, with the exception of receipts fi'om Estate 
Duties, which are likely to rise as a result ^f the accumulation of 
war wealth by sundry person^ 

Whilst refewing to the national income, it is interesting 
to observe that the National DeJbt at the eiW and the national 
income at the commencement of» the recent war, and at the 


14— (1723) 
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end and commencement of the Napoleonic Wars, bore similar 
ratios — 

National Deb c after Great European War . . ;^7,876,0PC,000 (1920) 

National Income before Great European War . ^2,300 ^)0,000 (1913) 

Katio 3-i toil 

National Debt after Napoleonic Wars . . ;^84C,000,000 (1816) 

National Income before Napoleonic Wars . /^250,000,OOOM1792) 

Ratio 3*4 to 1 

^ Estimate quoted by Mr.^ Joseph Kitchen. P.i^c 2S7, Credit, Industry and the War, 1915. 


Throughout the war^'there was conflict of opinion as to the 
relative proportion of necessary increased taxation to be added 
to direct or indirect taxation. At all times this is a" matter that 
must be largely determined on grounds of expediency^ equitable 
distribution, ease of collection, and other co.;siderations. But 
there is much to be said in support of the oiiiniun that all individuals 
should, as fai as practicable, have brought home to them in the 
form of direct taxation the amount they pay for being membero 
of the State, if increases in direct taxation can be equitably imposed, 
easily collected, and made without causing grave social discontent, 
otherwise increased indirect taxation may be preferable in the 
long run. In the case of intoxicating liquors, duties thereon are 
necessary to restrict consumption for health and social reasons. 

Taxable Capacity of Country 

On every occasion before and during the war, whenever a Budget 
, imposed a considerable amount of new taxation, many people have 
expressed the opinion that the taxable capacity of the community 
had been exceeded, and that dire lesults would follow the imposition 
of the Additional taxation. And yet subsequent experience proved 
the falsity o{ such previously held (.pinions. The interesting 
question therefore arises-— bn what basis does ultimately rest 
the, real taxable capacity of a country ? The answer is that the 
amount is closely connected with the level of prices, productive 
capacity, the current standard of living, and equitable distribution 
of taxation. It is obviously therefore a variable amount, for 
production is largely dependent on hours of labour, willingness of 
all workers, mental and physical, to put forth their best efforts 
whilst at work, application of machinery and other aids to industry, 
and invention. To get at the truth of many financial problems it 
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is often* advisable to*consider them from the economic standpoint, 
to think in terms of goods ^nd services, and not in money and its 
equivalent:^ which are only the media of exchange. The real 
meaning yf taxation is that the community malies a free gift 
annually of a Certain amount of goods and services to those whom 
the community chooses to govern, to protect the national interests 
and terrifory, to provide ceKajn public utilj/y services, and to 
those who are prevented from supportinjj themselves on account 
of physical disabilities or age reasons. The administrators or 
distributors of such goods and services are tlie Govepiment amd 
local gover«iing councils. In reality,, a soldier whilst protecting 
his country, actively or potentially,' is given goods and services by 
other members of^ the community in exchange for such protection. 
On discharge from the Army, should he then be entitled to a 
pension, goods and services, though of lesser an1ount,*are still given 
fo him as deferred part-payment of past services. Similarly in 
fhe easy of all paid public officials. Interest received on account 
of holdings of 'iovernmciit securities is equivalent to an annual 
payment by the vjovernment of goods and services for past goods 
delivered or other services rendered to the State. 

Taxation can therefore usually be increased safely with every 
increase in production (per head of population) without affecting , 
the current standard of living. Should an increase in taxation be 
gieater than increase in current production, it will tend to act as 
a spur to greater efforts by those who desire to maintain their 
customary standard of living. Generally speaking, however, 
increases in taxation in norniaf times should not absorb tlih whole 
of increased production, in order'that theie may be a margin left 
for a geneial raising of the standard of living, and as an inducement 
to still greater production! When taxation increasos at a greater 
rate than production, comforts and luxuries have iiTc e^y^anly to be 
reduced, and eventually a stage would* be reached when lesser 
efficiency of producers, or social distuibances, would clause a reduction 
in output, and indirectly lesser exchequer receipts. Tfie taxable 
capacjfy of ^ country is therefore closely connected with current 
production and an equitable distribution of taxation based on the 
principle '' ability to pay."' It cannot be definitely fixed at a 
certain percentage amount of the national inedine as expressed in 
money. When taxation exceeds the economic taxable capacity of 
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a community, it will usually disclose itself by gi owing social dis- 
content. Before the war, taxation might have been increased by 
a further 50 pef cent., if equitably distributed, with(^;:c mateiially 

affecting the economic conditions of the countiy. ' i 

r 

Estimated Government Revenue and Expenditure 

For*^tscal Year Endrig'^Xst March, 1922 


ORi^iNARY Receipts and Lxplnditukl 


Crtoms ... 

£ 

I ‘26, 800 ,000 

1 Consolidated Fund Services. 

Excise ... . . 

190,200, 000 

1 N.itiori il IXht ServKts — 

£ 


— 

Inside the fixed Dt ht Ch irgo 

24,500,000 


323,000,000 

Outside the faxed Debt Charge 

320,500,000 

Motor Tax 

9,000,000 

Ro.id Fund 

345,000,000 

8,400,000 

Estate Duties 

48,IK)0,000 

Loe.il Trx.ition Accounts, Etc. . 

11,115,000 

Stamps 

21,000,000 

I-<uid SetlUrnent 

5,000,000 

Land Tax and House Duty 
Income fax (including Supef Tax 

2,500,000 

i 

Other Consolidated Fund Serviees 

1,757,000 

and Mint ral Rights Duty) 
Exciss Profits Duty 

410,500 000 ' 
120 000,000 1 

Total Consoluiated Fund Services 

371,272,000 

Coqwration Profits Tax 

.10, 000, 000 ; 

Supply Services 



032,000,000 J 

Army 

95,963,000 


_ 1 

Navv 

80,479,000 

Post Office 

6o,r'X),ooo 

Air Foicc 

16,940,000 

Crown Lands 

050,000 1 

Civil St rvicos 

327,503,000 

Receipts from Sundry Loans 

r2,0(M),(K)0 1 

Custtnns, r XLise\ uid Ini ind Revenue 14,701,000 

Miscellaneous Receipts 

21,500,000 ' 

i 

1 

1 

1 

Post Olhte StrvKxs 

Total Supply Services 

Total 

Surplus 

67,165,000 

602.751.000 

974.023.000 
^84, 127,000 

Total . . . . ] 

1,058,150,000 j 

Total . . 1 

1,058,150,000 


Special Receipts and Expenditure 


Special Revenue- 

£ 


£ 

Arising (rorn the realization of 


Liquidation of War Commitments 

65,705,000 

War Assets 

158,500,000 

Surplus 

•92,795,000 

1 

158,500,000 

fotil .... 

158,500,000 


^ Against thi.^ surplus must be set contingencies, m particular in connection 
with the Coal Stofppage, which will adversely affect estimates both of revenue 
and expenditure to an extent which is not at present calculable 

* Against this surplus must be set liabilities at present unascertained 
arising out of the liquidation of War Agreements for the control of Railways, 
in particular, arrears of maintenance and detenoration. 

Whether annual taxation to the extent of £800,000,000- 
£1,000,000,000 can safely be mai<itaincd during the next ten 
years .or so, only experience, based on close observance of economic 
conditions can prove That part winch is devoted to payment 
of interest on War Loans is, in the main, received back again by 
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the community. Interest will be a diminishing amount as reduc- 
tions are effected in the National Debt and conveisions to lower 
rates ate stl^cessfully effected m the future. The charge on the 
Exchcquci fo^. pensions will also giadually diminish in future years. 
Tlie degree oi taxation, in so far as it affects costs of production, 
will itave^to be largely governed by the strength of future foreign 
competition. This m its tiiihi .will be depciiilent on output per 
hour, per unit of labour, within this countj^y. 

The Budget lutredueed into the House of Commons on 25th 
April, 1921,.piovide(l for an estimated total revenue t>r the hsfal 
year {'luliii^^ 31st Maixh, 1922, of ^,216,650,000 Tliis amount 
includes ^64,000,000 leccspts from taxes and £252,650,000 from 
non-tax la'Vt'inie finditsive of £158,500,000 arising from the realiza- 
tion of war assets) On the previous page there is given a state- 
ment showing particulars of estimated revenue and expenditure 
Jor tlie year ending 31st Marcli, 1922 The Corporation Profits 
Tax shi)wu 111 Mils Statement is a new small tax, introduced by the 
Budget of 19t’i April, 1920, on tlu^ pfofits of limited liability 
companu's engaged in trade or similar transactions. 

Ri'TUrns of Revenue and Expenditure 

On the next two pages are given tables showing the various 
sources of Government rc'venue and broad divisions of expenditure 
for each fiscal ycair since the commencement of the recent war, 
the figures for the year ending 31st March, 1914, being given for* 
the pill pose of comparison. Tlie amounts given uudea* thc*heading 
“ Supply Services ” m the expenditure table mclude the^ cost of 
the ordmarv Civil Services, the Post Office vSei vices, the Customs, 
Excise and Inland Revenue Departments, all expcaiscfs in connection 
with the Army, Navy, and Munitions ^(together wi^h the sums 
expended thereon m peace time), loans and advance's to Alhes*and 
Dominions, payments to the railways under the terms of control, 
purchases of foodstuffs by the Govc^rnment, and sundry^ other 
charges aiismg out of the war, but exclitsn^i of interest payments 
on the War Debt, which a^e chargeable under " Consolidated 
Fund Services.*' In the third table, revenue and net bori;o wings 
are shown expressed as percentages of the total expenditure. 
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SOURCES OF REVENUE 

For Fiscal Year Ending 31st M^rch (OOO’s Omitted) 



1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

Am. 

1921. 

Customs .... 

1 

35,450 

£ 

38,662 

£ 

59,606 

£ 

70,561 

£ 

71,261 

£ 

102,780 

£ 

149,360 

£ 

134,003 

Excise . . 

39,590 

42,313 

61,210 

56,380 

38,772 

59,440 

133,663 

199,782 

Motor Vehicle Duties 



— 

— 

— 



— 

7,073 

Estate, Etc , Duties 

27,359 

28,382 

31,035 

6,764 

31,232 

31,674 

30,262 

40,904 

47,729 

Stamps .... 
Land T.ax . . . 

House Duty 

9,966 

7oa, 

2,000 

630 
1,9 JO 

7,878 

V 640 
1,940 

8,300 

665 

1,960 

12,438 

630 

1,850 

22,.^ 

680 

1,960 

26, .591 
650 
1,900 

660 

1,990 

Property and Income 

Tax (including Super 
Tax) 

47,249 

69,399 

128,320 

205,033 

239,509 

291,186 

359,099 

394,146 

Excess ProfitsDuty&c 
Coif ’ation IhrofitsTax 

— 

— 

140 

139.920 

220,214 

285,028 

290,045 

219,181 

— 



— 

— 


— 

— 

650 

Land Value Duties . 

715 

412 

363 

521 

685 

664 

663 

20 

Receipts from Taxes 

163,029 

189,305 

290,088 

514,105 

613,040 

784,278 

998,960 

1,031,725 

% of Total Revenue 

(82 2) 

(83 5) 

(86- 1) 

(89 6) 

(86 7) 

(88 2) 

(74 6) 

(72 4) 

Postal Service . . I 

21,190 

! 20,400 

24,100 I 

i 24,350 

25,200 

29,400 

31,000 

36,100 

Telegraph Service I 

3,080 

3,000 

3,350 

! 3,350 

1 3,500 

I 3,800 

4,850 

5,200 

Telephone Service . 

6,530 

6,250 

6,450 

6,400 

6,600 

6,800 

8,300 

8,200 

Crown Lands . 
Receipts from Sundry 

530 

545 

550 j 

650 

690 

760 

680 

660 

Loans, etc. — 









Ordinary Receipts ) 
Speaal Receipts ) 

1,580 

1,277 i 

2,432 1 

8,056 

6,056 

11,679 

( 1,004 

i 13,948 

991 

29,779 

Miscellaneous — 


1 





1 


Ordinary Receipts \ 
Speaal Receipts j 1 

2,304 

t 5.917 I 

9,797 ] 

16,517 

52,148 

52,303 

( 16,050 
( 264,779* 

25,389 
287, 940^ 

Receipts from Non- 

1 








tax Revenue . . 

35,214 1 

' 37,389 i 

46,679 

59,323 

1 9r,194 

104,742 

340,611 

394,259 
(27 6) 

% of Total Revenue 

(17 8) 1 

(16 5) 1 

(13 9) 1 

(10 4) 

(13 3) 

(118) 

1 (25 4) 

Total Revenue . . 

198,243 I 

226,694 j 

336,767 1 

573,428 

707,234 

889,020 

1,339,571 

1,425,984 


EXPENDITURE CHARGEABLE AGAINST REVENUE 
For Fiscal Year Ending 31st March (OOO’s Omitted) 



1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

1920. 

1921. 

Consolidated hund 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

Services — 









Permanent Charge 




- 





on Debt . 

24,500 

20,497 

20,338 

19,783 

19,828 

23,638 

23, m 

24,500 

Interest, etc., on 









War Debt 

— 

2,172 

39,911 

107,467 

170,023 

246,327 

308.261 

325,099 

Road Imp ove- 









ment Fund 

1,395 

1,528 

694 

— 

— 

— 

— 

8,937 

Payments to Local 









Taxation Acs. etc. 

8.734 

9,529 

9,757 

9,896 

9,731 

9,681 

10,746 

10,785 

Land Settlement 

nfi 

— 

j 

— 

— 

— 

3, Ml 

6,930 

Other Consolidatd 



I 1 






Fund Services . ‘ 

‘ 

1,694 

1 2,788 

i 1,974 

1,670 

1,699 

1,948 

1,796 

Total Consolidated 



1 73,488 

1 





Fund Services 

i 37,323 

35,420 


1 139,120 

201,252 

281,345 

348,205 

378,047 

Supply Services , 

' 160,170*1 

525,054* 

1,485,670* 

2.058,993 

2,494,969 

2,297,956 

1,317,568 

817,381 

Total Expenditure 

197,493 1 

560,^74 i 

1,559,158 

2,198,113 1 

2,698,221 

2,579,301 

l,f 35,773 

1,195,428 


* Includes sales of surplus war stores, rrhatcnals, foodstuffs, etc. 

* The normal expenditure upon Army and Navy fo^ 19I4-1915 was 

and estimated for 1915-1916 at £80.336,000. 

* Includes £160,428!000 repaid to the Banl(; of England during the year 
ending 31st March, 1916, for advances previously made for war purposes by 
that institution. 
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'revenue, *ftORROWINGS. AND EXPENDITURE 
For Fiscal Year Ending 31st March (OOO's Omitted) 


\ 

Revenue . . 

Net Borrowings . 

' 1914. 

l! ^ 

198,243 

|3,355 

1 1915. 

1 C 

226,694 

406,796 

1916. 

£ 

336,767 

1,164,515 

1917. 

£ 

S73,42B 

1,625,546 

1918. 1919. I 

707,234 889,020 1 

1,983,581 1,682,050 j 

1920. 

£ 

1,339,571 

322,771 

1921. 

£ 

1,425,984 

236,851* 


201,598 

633,490 

1,501,282 

2,198,974 

2,690,815 2,571,070 

1,662,342 

1,189,133 

Change m Ex- 
chequer balarftes’ 

d- 4,105 

-f 73,016 

-57,1*76 

+ 861 

- 5,406 - 8,231 

- 3,431 

- 6,295 

Total Expenditure 

197,493 

560,474 

1,559,158 

2,198,113 

2,696,221 |2,579,301 

1,665,773 

1,195,428 

Revenue 

100 38 

Pe 

40 45 

rcentage of Total Expenditure. 

21 60 1 26 09 i 26 23 I 34 47 

80 42 

119 29 

Net Borrowings . ( 

1 70 

72 58 

! 74 69 

73 95 

73 57 65 21 

^19 38 

19 81* 

• 

102 08 

IIO’OJ 

96 29 ' 

100 04* 

99 80 99 68 

99 80 

99 48 

Change in Excljp 
quer Balances^. 

-H2 08 

■ 

+ 13 03 

I 

- 371 

+ 0 04 

- 0 20 - 0 32 

- 0 20 

- 0 52 

Total Expenditure 

100 00 

100 00 

100 00 1 

100 00 

100 00 100 00 

100 00 

100 00 


1 Subtract Increase -f , add Decrease 
> Net Repayments. 



CHAPTER VIII 


COST OF THE WAR 

The revised Budget estimate given by the Chancellor oi the 
Exchequer before tiie war of the- expenditure for the fiscal year 
ending 31st Maich, 191 n 5, was ;f207,000,000. Assuming that the 
war had not taken place, and that the expenditure since 1914 had 
inti'cascd aPtlie rate of £5,000,000 p(‘r annum, noiinal expenditure 
for the seven years ending “3 1st Mauli, 1921, would have been 
about £207,000,000, £212,000,000, £217,000.000, £222,000.000, 
£227.000,000, £232,000,000, £237,000,000 : totaffor seven years, 
£1,554,000,000. Subtracting this £1,554,000,000 from the actual 
expenditure, £12,454,000,000, under war conditions, there is 
obtained £10,900,000,000 as the cost of the war to the United 
Kingdom up to 31st March, 1921 inclusive of loans to AlLes and 
Dominions. Assuming that £900,000,000 is eventually repaid by 
the Allies and Dominions (about half of ,thc total loans thereto, 
an assumption made by the Chancellor of the Exchequer on 20th 
May, 1919), the money cost of the war to the United Kingdom up 
Ho 31st March, 1921, would be about £10,000,000,000. From this 
amount a further reduction of from £150,000,Q00 to £200,000,000 
has to be made, representing estimated value on 31st March, 1921, 
of surplus war stores, raw materials, etc., remaining unsold at 
‘ that date, and other war assets. Taking the higher figure, the 
money cost of the war up to 31st March, 1921, would be represented 
by £9,800,000,000. But this amount is only pait of the money 
cost of the war. To obtain tl\c total cost of the war there should 
also be added 'the capital value of the mci eased annual expendi- 
ture in theduture as a qonscciuence of the war (less interest on 
debt), the capital value (if such could be estimated) of the loss of 
lives and invalichsm arising out of the war, and a deduct irm made 
for Value of conceded territories and receipts from pidemnitics 
payable by enemy Po^er^. A relatively small additum shoukl be 
made for other war liabilities not yef liquidated, such as payments 
under the agreements made with the railway companies. Probably 
the final money cost of the* war to* the Goveinmcnt will be? 
between £12,000,000,000 and £l 4,000, 000,()00. 
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A Wtitc Paper ^Cmd. 779) issued by the Treasury on 29tli 
June, 1920, and showing 1»he estimated Exchequer expenditure in 
a “ Normal/ yecir for the future forms a basis for rohghly estimating 
the capital value of increased annual expenditure arising out of 
the war. Oii the assumption already made, that the annual 
expenditure w(mld probably have increased at an aveiage rate of 
£5,000,000 per aiiiium, if the* w*ir had not tal^en place, the expen- 
diture for the fiscal year ending 31st IVJarch, 1922, would have 
amounted to about £242,000,000. The Wliite Paper referred to 
estimate's tfie futiii (' expenditure in a noi mal year to be £880,900,0i)0, 
which amr)unt mcluck's £120,000,000. foi war pensions and allow- 
ances to tlisabled membe rs of the fighting forces and tlu'ir depen- 
dants, and £320,600,(t00 for mteiest payable on the National Debt. 
^Subtracting fioni the total £880,900,000, the I per cert. Sinking 
^Fund provision, £32,v500,000, and estimated nfirmaFexpendiluie of 
*£242,000,000 (see above), there is obtained £606,000,000 as the 
immediate mc’eascxl annual expenditure aiising out of the war. 
The capitalizat' ' i of this amount at 5 pi*r cent, would be, roughly, 
£12,000,000,000, but thi^s sum does not include extra ri venue raised 
since 1914. Tt is impossilile to estimate with any degree of accuracy 
the capital value of the other items (already refened to) that should 
be included m a calculation of the total cost of the war. Thg 
amount to be provided for pensions will, of course, be a gradually 
diminishing ( hargc' in future yeais, and also the amount for interest 
on the National Debt, particulaily after conversums to lower lates 
111 the future. 

There is a very great distinction between tlu. nomm4l money 
cost of the war and the real cost to the nation considered as a whole. 
The internal debt simply repieseiits ii redistribution of wealth 
within the community, and the creation of a moi»tgage by credit 
operations on posterity. The major part of the neixs^aiy increased 
annual Exchequer revenue will be dis^Imrsed within the United 
Kingdom. Mr. Edgar Ctammond, in a Papir, read before the 
Institute pf Bankeis on 7th June, 1920, estimated tlie real cost 
of the war to the United Kingdom as kill^ws — - 
• 

The pnntipaj losses of the United Kingdom through the war were : 
The capitalized value of war pensions, 1,300, 000, 000 ; moneys Jwrrowed 
abroad by the Biitish Govenunent, /J, 300, 000, 000 .•sales of British holdings 
in foreign investments, ^1,000,000,000 ; losses of shij^ping wiWi cargoes, and 
losses through suspension^ of renewal of railways, ports, machinery, works, 
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houses, buildings, and exhaustion of reserves of manufactured goods and 
raw materials, / 1,600, 000, 000 ; total, ;^5,200,000,000. 

Against this might be set : (1) New works and re-equipment of many old 
works with up-to-date plant ; (2) loans to the Allies and Donunions ; and 
(3) assets already received from Germany, and the value of the territories 
taken over under the Peace Treaty. These assets, together accounted for 
about ;^2, 000, 000,000, leaving the net loss of wealth owing to the war at 
;f3,200,000,000, or, say, ;^3, 500,000,000, taking a broad estimate. 

Official figures putJished on 1st January, 1920, gave the British 
Army casualties in the v'ar as 662,083 kiUed, 140,312 missing and 
prisoners, and 1,644,786 wounded. The total number of troops 
su^jplied by+the British Isles was 5,704,416. 

It is impossible to estimate the capital value of the productive 
capacity of the lives lost during the war and of the reduction in 
productive capacity of those who have returned from the battle- 
fields incapacitated or with impaired constitutions. In the early 
stages of the war it seemed likely that the increased vital force, 
owing to the open-air life and exercise, of those that would return 
from the war, might compensate from a national productive^stand- 
point for a great part of tne ijnmediate losses in life and invalidism 
due to the war. The restriction on emigration during the war 
has afforded some economic advantage to the country. 

From the productive standpoint, the worst feature of the war 
has been that it has left a legacy of unrest, has led to a movement 
for a too drastic reduction in the hours of labour, and that since its 
termination there has been an increasing tendency in the ranks 
of labour not to exert the maximum effort whilst at work. These 
•are all very grave matters when the future of the country has to be 
considere'd, particularly when the ^United Kingdom has in future 
years to^mect severe competition in foreign markets. 

Whether the redistribution o( internal wealth brought about by 
the war will eventually prove of economic benefit to the country 
as a whole iT)Ust be a matter for individual opinion. One usual 
result of war is that the rich, as a class, become richer relatively to 
the poor. Many- people have made their fortunes out of war 
requireiTients and the increase in prices due to the war and inflation. 
On the whole, the ordhiary investor has not gained by the War ; 
in fact, in a great number of cases lieMias lost both in capital and 
in reduption of net income due to increased taxation. Many 
comparatively wealthy people before ^he war may now be 
considered relatively poor persons. 
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The fallowing particulars relating to sales of surplus war stores 


and of raw materials held* on trading accounts were 
White Pap?/: (Cmd. 1412) issued in July, 1921— | 

Sales of surplu^ stores — 

5rom Armistice to 31st March, 1920 . . . . 

,, .Ibt April, 1920, to 31st March, 1921 . 

,, 1st April to 30th Junli, J921 . • # * 


shown in a 


208,922,663 

87,626,791 

7,204,432 


Total 


. 303,753,886 


Sales of raw material on Trading Account — 

From Awnistice to 31st March, 1920 . . . # 226,712,<f40 

„ l%t April, 1920, to 31st March. 1921 . . . 51,747.663 

(Sales of wool arc included only to 31st December, 1920, 
stocks having been handed over to the Bntish Australian 
Wool Realization •Association as on 1st January, 1921 ) 

From 1st Apnl to 30th June, 1921 .... 110,567 


Total * . * . 278.570.870 


Grand Total 582,324,756 


The sales, inci.iding sales on forward contracts, of surplus stores 
represented approximafely 88 per cent, of the total quantities 
notified as available for disposal to 30th June, 1921. 


J^ATioNAL Debt and Assets 

Before the war, on 1st April, 1914, the total dead weight debt 
amounted to £651,000,000. Six years later, on 31st March, 1920,* 
according to a Wliite Paper (Cmd. 780), the dead weight debt 
amounted to £7,835,000,000.^ Particulars of the National pebt and 
of the national assets at this latter ‘date arc shown on pages 
222-224. The enormous increase in the Natioifal Debt as a 
consequence of the war is certainly a very grave m;y;ter, but the 
nation is not bankrupt, as certain members of b*oth Houses of 
Parliament have occasionally proclaimed. National bankruptcy 
is impossible, as far as internal finance is concerned TJie real 
meaning of the major part of the inciras? in the National Debt 
is that certain members of the community, in return for goods or 
services directly or indirectly supplied to the Government, for the 
prosecution of the war, have obtained a lien on the future productive 
‘ Subsequently adjustej^ to £7,829,000,000. 
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power and bcrvices of their fellow-coiintrymc'n. A bad e^idonomic 
feature of the increase in the National Debt is the very high rate of 
interest payable^ on the major part of it for a faiily I()i(^g period of 
years. The reat measure of ywtwnal indebtedness at any (^iven time 
is the total amount of interest payable, per annum, by a country to 
holders of its obligations, rather than the issued capital amount of the 
obligations. ^ , ’ 

The White Paper refeired to did not give particulars of the 
external debt, stated to amount to £1,278,714,000, but it is well 
ki\ )wn that^^m the mam, the amount lepieseuts liorrowings from 
the United States of America.’ It was Dated m ihe House 
of Lords on 18th Februaiy, 1920, tliat the debt dile to the 
American (Government on 14th Febiuai v, 1920, was appi oximately 
£865,600,000, and a fuither sum of approximately £120,000,000 
was due to other crl-ditors m the United States The debt due to 
other foieign countries (including the Ai'gentme, Uruguay, Japan, 
and various neutrals) was approximately £150,000,000 cTliese 
figures did not include debt due to the Dominions and C'aiiada, and 
m particular to Canada. 

'flic following table shows the lespcctive anKamts of the internal 
debt and external debt at 31st Mardi, 1919, 1920, and 1921, fiom 
ivhich it will be obseived that the latter debt has bcc'ii reduced 
£203,000,000 m the couise of two years — 


Internal Debt 
External Debt® . 


Mar.31, 1919. Mar 31,1920. Mar.31,1921. 


£ i 

6.070.000. 000 ’ 6,550,000,000 

1.365.000. 000 1,279,000,000 


£ 

6.411.000. 000 

1.162.000. 000 


Total Dead-weight Debt 7,455,000,000 7,829,000,000 


7,573,000,000 


B^/urc the ^ar, on 31^ Maieh, 1914, the dead-W'eight debt 
amounted to, m, round figures, £651,000,000. Six years later, 
on 3Ut Marcli, 1920, the above figures sIk w^ it amounted to 
£7,829,000,000, an incVeasie of £7,178,000,000. Tins mereaso is 
less than the increase m the French,* *• but nnuh greater than the 


* Full detailed particulars of the External Debt at 31st March, 1919, 1920, 
and 1921, were shown in White Paptjr, Cmd 142. 

*• Sterling equivalent at par of exchange. 
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increase in the Italian National Debt occasioned by the war, as 
the following figures show-— 


f 

Public Debt of France at 1st July, ^ 1920 


• Francs. 

Internal Dcbt,4Perpetual and Redeemable . . . 121,949,000,000 

Floating Debt »5 1,464, 000,000 

Advjftices by banks ....... 26,020,000,000 

Foreign Debt ...... . . 34,296,000,000 

• P 

Total . 233,729,000,000 

Subtract Pre-war Public Debt . . . 30,000,000,000 


Increase due to War ..... ^203, 729,000,^)00 


J)ebt of Italian Treasury at 31st October, 1920 

Lire 

Pre-war Public Dc^t .* 13,439,000,000 

War Loans 39,450.000,000 

.Treasury Bills (up to one year) ..... 10,740,000,000 

Three and Five Year Bonds. . . . .* . * 4,570,000,000 

•Bank and State Notes issued for State Account . . 12,707,000,000 

•Foreign Loans ... ... ^20,594,000,000 

Current Account with the Deposit and Loans State Bank 572,000,000 


Total Pc! lie Debts . ... 102,072,000,000 

Subtract Pre-war t'ublic Debt . . . 13,439,000,000 

• 


Increase due to War 


’83,633,000,000 


With reference to the matter of inteiest payable on the loan^ 
made by the British Government to the Allies, the following 
statement was made m the House of Commons on 8th March, 1920, 
by the Chancellor of the E.xchequei — 

In the case of the Belgian War Debt no interest is charged, and it has 
been agreed that the Allied and A*ssociated Governments shall accept German 
gold bonds in discharge of the principal of the debt Further, no interest has 
been charged down to the Armistice on loans to Serbia and Montenegro 
In the case of the other Allies, interest is not .actually paid except in the case 
of one special transaction, Imt the amo’int, m some cases at 5 per cent , and 
in others at Bank Rate, is added periodically to the princi*pal outstanding. 

What proportion of the loans made by the Biitpls Government 
to her Allies will eventually be repaid it is impossible to estimate 
at the present time. As already stated, the Chanc.ellor of the 
Exchequer on 20th May, 1919, gave an estimate that on^-half of 
such loans would eventually be liquidated. 

1 Converted Into francs at the par of exchanges. 

* At par of exchange, Fes. 25.22 to £\, equivalent,to /8, 078, 000, COO. 

* Converted into lire at the par ot exchanges. 

* At par of exchange, Lir. 25 22 to ^\, equivalent to £3,358,000,000. , 
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National Debt 

Estimated National Debt as on 31st March, 1920. The figures 
are partly estimated and are subject to modification for, conversions 
not yet completed. , 


1. Dead Weight Debt. 

Internal Debt — 

Funded Debt (Consols and other Prt 
Terminable Annuiv.cs . . 

3J% War Loan, 1925,8 . 

H% „ 1925-45 . 

5 % 1929-47 . 

, 4 % „ 1929-42 . 

4 % Funding Loan. 1960-90 . 

4 % Victory Bonds . ' . 

5 % National War Bonds, 1922 (1st 

5 % .. „ 1924 (1st 

5 % „ .. 1927 (1st 

4 % 1927 (1st 

5 % „ .. 1923 (1st 

5 % .. .. 1925 (1st 

5 % 1928 (1st 

4 % 1928 (1st 

5 % 1923 'Ist 

5 % 1925 list 

5 % 1928 (1st 

4 % „ .. „ 1928 (1st 

5 % .. „ 1924 (1st 

5 % .. .. „ 1929 (1st 

a % .. M . 1929 (1st 

Exchequer Bonds, 1920, 1921, 1922, 


5 % „ „ „ 1929 (1st 

Exchequer Bonds. 1920, 1921, 1922, 1 
War Savings Certificates . 

Straits Settlements Loan (repayable in j 
Treasury Bills ‘ . . . . 

Ways and Means Advances 


Kxternajl Debt (at par) ^ 


war Debt) 


Oct) 

Oct) o 
Oct) 

Oct.) 

Apnl) 

Apnl) 

April) 

Apnl) 

Sept ) 

Sept ) 

Sept) 

Sept 

Feb) 

Feb) 

Feb) 

1925, 1930 


Total Dead Weight Debt 


314.952.000 

19.314.000 

62.745.000 

13.007.000 

1.977.109.000 

64.143.000 

409. 100.000 

359.500.000 

203.550.000 

26.350.000 

212.900.000 

101.700.000 

212.700.000 

11.900.000 

149.300.000 
48,000,000 

153;800,000 

18.300.000 

237.700.000 

26.200.000 

26.950.000 

42.500.000 

5.450.000 

319.107.000 

275.081.000 

1.375.000 

1.058.696.000 

204.887.000 

36.556,316,000 

1.278.714.000 

«7,835.030.000 


2. Other Capitaj Liabilities — * 

Capital raised unter special Acts for the interest on and re- 
payment of which provision is made by annuities charged 
on Votes or otherwise outside the general debt service . 46,863,000 

Total Debt ;^7, 88 1,893,000 


' Excluding Bills held as collateral for loans payable abroad, and included 
in External Debt. 

• ;^82, 600,000 debt due to Canada was cancelled in 1919-20, as shown in 
Command Papers 583, 616, and 651. 

• This total has smce’been adjusted^to £Q,S5(},286,000. 

< This total I has since been adjusted to £7,829,000,000. 
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^ ^ Assets 

1 — \Var*Ass1‘:ts 


(a) Obligations of the Allies ^nd Dominions as 

on 31st March 

1920 : 

Obligati^ms of Allies — 

£ ^ 

£ 

Russia ...... 

568,000,000 


Franc<^ ...... 

514,800,000 


Italy • 4 • 

455,.500,000 


Belgium (a) War ..... 

92,000,000 1 


• ,, {b) Reconstruction 

5,300,000 \ 


Serbia . . . . • . 

20,900,000 


Portugal, Roumama, Greece, Sc »ther Allies 

66>600,000 


Relief Loans ...... 

8,000,000 


Obligations of Dominions — 

w 

1,731,100,000 

Australia ...... 

51,600,000 


New Z(jp!land. ..... 

29,600,000 ' 


Canada . . . . * . 

19,400,000 


South •Africa ..... 

15,800,000 


Other DomiiiK^ns aj^d Colonies 

3,100,000 


Outstanding obligation of India in respect of 


119,500,000 

5% War Loan 


21,000,000 


1.871.600.000 

(6) Vote of Credit and other War Assets as estimated on 

»lst Marc \ 1920— 

Ministiy of llunitions : • 

Surplus Stoi , (Disposal Board) and Kaw £ 

Matenals • » • • • • 355.000,000 

Repayments due from Allied & Associated 

Governments 39,000,000 

Ministry of Shipping — 

Sale of Ships and Shipyards and Repay- 
ments due from Allied & Associated 
Government^ ..... 37,000,000 

Board of Trade — 

Stocks of Timber, Meat, Flax . . 22,500,000 

Ministry of Food, Wheat and Sugar Com- 
missions ...... 60,000,000 

War Office — • 

Cost of Armies of Occupation^ . . 45,500,000 

Repayments due from Dominions . 37,500,000 

Admiralty : Repayments due from Dom- 

imons and Associatcc^ Govemmeijts *. 1,500,000 

Treasury : Pre-moratorium Bill Advances, « 

dollar adjustments Sc other cash balances 82,000,^00 
Coal Deficiency Advances . . . 20,000,000 • 

L, 700,000,000 

Note.~lt IS estimated that of the total of ;^700,000,000, 

^(300,000,000 will be received as Miscellaneous ReveniA) m 
1920-21, In respect of the balance of ;^400, 000,000 allow- 
ance nnfst be made for contingencies such as^eahzation 
(Jn falling markets. ;^300,000,()00 should, flowever, prove 
to be a conservative estimate of the ultimate receipt. 

{c) Arrears of Ji^xcess Profits Duty as on 31st March, 1920 310,000,000 


Total War Assets 


2,881,600,000 
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Receipts in respect of reparation fioin late enemy Powers are 
not included m these ligiiies, and cannot be estimated until the 
Reparation Commission has dealt with the claims bef(^re it. 


2 Other Assets — 

Exchequer Balance on 3 1st March, 1920 . 

Balance on Civil Contingencies Fund repayable to the 
Exchequer 

Balance on the rt^q^reciatioii Fund .... 
vSuez Canal Co 's Shares, estimated market value 
Anglo'Persian Oil Co^s Shaies and Debenture Stock, 
at cost ... ..... 

British Dyestuffs Corporation Shares, at cost 
Cunard ^jeaiiiship Co 's Debiuiture Stock, nominal value 
Loan to East Africa Brolectorate .... 
Exchequer Loans for Land Settlement 
Funding Loan and Victory Bonds accepted for D^ath 

Duties 

Miscellaneous (including Bullion advances outstanding) 


£ 

9.369.000 

36.500.000 

7.192.000 

23.192.000 

4 250,000 

1.700.000 

1.040.000 
123,000 

3.477.000 

2.500.000 
6,000,000 


Total 95,343,000 


The obligations of the Dominions and Allies to the British 
Government on 31bt Match, 1921, were, according to a Budget 
Wliite Paper, as shown below — 


Obligations of Dominions — 
Australia 
New Zealand . 

Canada 
South Africa 

Other Dominions and ('olonies 

Obligations of Allies - 

Russia .... 
France .... 

Italy .... 
Belgium (<'/) War 

(h) Reconstruction 
Serbia • e ’ 

Portugal, ^ Ron mania, (jreece. 
Allies . • . 

Relief Loans . 


. 90,000,000 
. 29,600,000 

13.800.000 

7.500.000 

3.100.000 

— — 144,000,000 

. 561,400,000 

, 557,000,000 

. 476,800,000 

94.400.000 
9,000,000 

. 22,100,000 

,ind other 

66 . 200.000 

16,700,000 

1,803,600,000 


Total^ 


1,947,600,000 


On pages 226 and 227 are shown two graphical representations, 
in columnar form, the dead-weight debt m various years. The 
first represents the debt at 3Jst March, for each of the years 
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1914-1921 ; the scc^Drid the debt before and after various wars. 
The actual amounts the columns represent are shown below — 


The^Dead-Weight Debt Before and After Various Wars 


4 

1688^ The “ King’s Debt,” incorporated by William III 
(contracted by Charles II and James II) . 
(Between 1688 and 1775 ^^rious wars with France 
and Spam increased the National Debt by ^ibout 
;^1 28,000,000) # 

1775 Commencement of American War of Independence 
(Fiance and Spam also fought against England) . 
1784 Year iijter conclusion of above war 
1793 Comimencement of Wars with Fianpe . 

1816 Year after conclusion of above wars . 

1854 Comlnencoment of ('nmean War .... 
1856 Conclusion abewe war ..... 
1899 Commencement of South African War 
1903 Yeai .ifb r Conclusion of above war 
*1914 Commencement of Great European War .• 

•1915 

J916 

1917 

1918 • 

1919 . . ♦ . • 

1920 Year after c nclusion of above war 

1921 . . • 


£ 

664,000 


128,584,000 
, 250,000, uOO 

239.000. 000 

846.000. 000 

795.000. 000 

826.000. 000 
628,000,000 

771.000. 000 

651.000. 000 

1.109.000. 000 

2.141.000. 000 

4.011.000. 000 

5.872.000. 000 

7.435.000. 000 

7.829.000. 000 

7.573.000. 000 


The doad-weight debt, it is to be noted, dilfeis little from the 
total National Debt. At 31st March, 1919, the aggregate gross 
liabilities of the State were £7,481,000,000, of which £7,435,000,000 
represented the defld- weight debt, and £46,000,000 “ Other Capital 
Liabilities " in respect of sums borrowed under various Acts. 
At 31bt March, 1914, the “ Other Capital Liabilities " amounted 
to £56,000,000. It was not uhtil 1891 that such liabilities ♦exceeded 
£1,000,000. Against these liabilities the State holds certain assets, 
and has also an asset in its holding of Sr^pz Canal shares, the market 
value of which was £32,^18,000 af 31st March, 1919 


15 — ( 1723 ) 
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American War of Independence 177S-1783 
Wars with France . . . 1793 1815 

Crimean War . *. 1854-1856 

South African War ? . 1899-1902 

Great Firopean War . 1911 1919 

I'lie enormous cost of the Great Ehirope.in 
War was largely due to unprecedented inllation 
of Credit and ('urieiicy 
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CHAPTER IX 


THE ECONOMIC PROBLEM OF SUPPLIES 

« 

When future histor ians come to •write a complete account of the 
Great War, they will \ioubtIcss agree that superiority in supplies 
exercised a considerable influence in deciding the final issue of the 
conflict. T%he calls on productive power increased so rapidly 
during hostilities, that the war largely resolved itself into a conflict 
between economic forces. It is obvious that th^ limit of economic 
endurance depends not only on the amount of available resources, 
but also on tjie pryper application of the resources. 

Modern warfare demands the expenditure of a vast amount 
heavy munitions of war. An enormous transport organization is 
required to bring munitions arud foodstuffs within reach of the 
fighting forces. To make the transport facilities effective at all 
parts of the fighting front, new railways, bridges, and roads have 
to be constructed on an unprecedented scale, as near to the positions 
of the army and guns as possible. A great transport organization 
necessarily makes heavy demands on rolling stock and transport 
vehicles of all types. Moreover, the recent war introduced 
numerous new engines of destruction, all of which consume a 
vast amount of labour in their production. In fact, so great was 
the economic strain caused by the .recent war, particularly during 
its third year, that it severely tjixed the productive power of the 
whole world to keep pace with its requirements. 

National energy in waf time is absorbed in six main channels, 
namely — ' , 

1. Fightkg forces and, services accessory to fighting. 

2. Warships and mercantile ships. 

3. Munitions 'and transport material. 

4. Food and clothing for those engaged in fighting or performing 

services accessory to figHting. * 

5. Food and clothing for the civilian population. 

6. Manufacturing articles for export for indirect exchange of 
those enumerated under 3, 4,^ and’ 5. * 

'All •these six factors tend to compete \|ith one another in their 
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demand^ on labour* and material resouices, and call for the 
most scientific mobilizatiou of labour and economy in resources. 
Warfare demands increased national productioA and reduced 
consumptiim by the civilian population. * 

During the third year of war there was undoubtedly a national 
awakening to the impoitance to be attached to the economic as 
well as to the mihtaiy and i!a’\^al conflict. The early months of 
this year of war were marked by an ii^isfent public call for 
more energetic action of every kind by the Government in the 
prosecution of the war and the exercise of economy with regard 
to the national resoiiri^es. It was the ^‘ecognition of the fact that 
the United Kingdom had not hitherto during the war put forth 
the maximum antourif of energy, combined with the most skilful 
mobilization of resources, of which she was capable, that was one 
of the mam causes that led to the downfall* of the Ministry in 
^arly December, 1916. 

The yew Prune Minister (Mr. Lloyd George), in a speech defining 
his war polic} , stated in the Douse of* Commons on Tuesday, 
19th December, that the task of the tovernmeiit was to complete 
and make even more effective the mobilization of all oin resources. 
He also announced that the War Cabinet had decided that the 
time had come for adopting the piinciplc of universal national^ 
service, and that a Director-General of National Service had been 
appointed. The indention was that labour should be set free from 
non-essential industries and be invited to enrol for war work. 
In a reference to shipping, the Prime Minister stated that the time 
had come to take more complete control over all ships andio place 
them practically in the same position as the railways. With regard 
to mines, he announced that the Goveri^ment felt that they ought 
to assume a more direct control over the whole mining industry — 
an industry which was absolutely indispensable •to the effective 
carrying on of the war. In the matter of food, he announced that 
“ over-consumption by the fortunate must not be ^flowed to create 
a shortage for the less well-to-do ; and that when come to 
production, “ every available square yard m»st be made to produce 
food." • 

Notwithstanding that the new Ministry commenced office with 
such good resolutions, it was dming the rehaainder of tlie war 
only partly successful, from an ecorfbinic standpoint, infts forempst 
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resolution, “to complete and make eveiiMnore effective the 
mobilization of all our resouices/’ , 

Each succcssf/e Ministry dm mg the war failed to realize that 
if the needs of* a great aimy m war time are to be j^dequately 
supplied, the civilian population must be made not of Ay to increase 
production, but to reduce it^ pre-war standard of comforif and 
amusement. It is juite as nmeh fne duty of the Government 
of a country at war to c^impel civilians to work harder and practise 
self-dcural, as it is to call upon fit men of military age foi fighting 
purposes, often to make the supreme sacrifice. Drastic economy 
admittedly means individual inconvenience, » and even* suffering ; 
but these arc small sacrifices compared with those tha/. have to 
be borne by the fighting forces. During it*, tei'iure of office the 
new Ministry issued mnumcTable orders, m an endeavoim to increase 
production, to reduce consumption in certain articles, to stop 
speculation in commodities, to stop excessive profits arising out* 
of trading in the necessaries of life, and for other economic qbjeets, 
including severe restrictions on the impoit of many classes of 
articles, save under special licences, with the avowed intention of 
reserving mercantile tonnage for the carnage of more essential goods. 
The mam point for economic criticism is that the Government 
dmang the war was not sufficiently drastic in its measures to enforce 
mateiial and equitable reduction m consumption of goods and 
services, and diversion of labour from unnecessary to necessary 
production and services. War conditions demand fighting men, 
goods, and services : all other factors are of secondary importance. 

On th-e other hand, it has to be rcTogmzed that the suddenness 
of the outbreak of war and its magnitude did not permit of such 
close control of public expci^diture as m pre-war times, and therefore 
the careful husbanding of the economic resources of the country. 
Part of such resdurces were dissipated by unnecessary or ill-adviscd 
expenditure of the Government. Again, war expenditure created 
artificial prosperity, which spread m an ever-widening circle, and 
rendered it exceedingly difficult to introduce measures to restrict 
effectively civilian consam^tion. 

The best proof of the enormous strain imposed on the productive 
capacity of the United Kingdom during the recent war is given 
by the official figures showing the number of men that passed 
through the ranks of the British Army ^uring the war. (The 
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population of the Uipted Kingdom in 1914 was about 46,000,000.) 
Between 4tli August, 1914, and 11th November, 1918 (the Declara- 
tion (jf War and the signing of the Armistice) inorii than 6,000,000 
men passed through the ranks of the British ATmy in France. 
When all is 04 ) 1111 ! ed up, the total number of troops from Britain 
and her Overseas Dominions employed m the War was 8,654,467, 
divided thus — • 


• • 


Biitibh Isles 


*,# 

5,704,416 

Canada 



640,886 

Australia . 



416,809 

N ew Zealand 



220.099 

, * bnutli Alrica 



136,070* 

India 



1,401,350 

• Other Colonies 



134,837 

['he total casualties excci'ded 3,000,000 — 


Killed 



851,117 

Missing and Pnsoners 



142,057 

Wounded . 



2,067,442 


Of tTicse, G'<.at Britain’s total "was 662,Q83 killed, 140,312 missing 
and prisoners, and 1,644,786 wounded. 

Admittedly, the United Kingdom obtained very large supplies 
of war materials from the United States of Ameiica, but, on the 
other hand, she furnished her Allies with enormous supplies of all 
classes of mateiials, a measure ol which is given by the afhduhl 
of lu'r loans to h^i Allies. (See Chapter VI, on “ Government 
Boriowings.”) 

One of the greatest economic strains felt by Great Biitain during 
the war was the submarine campaign by Geimany on ijierchant 
shipping. Geimany announced' on 1st February, 1917, that she 
would henceforth sink, without warning, every vessel (hicluding 
those of neutral countri^s) which she found in certain designated 
barred zones. This campaign met with only a limited amount of 
success, reaching its maximum in April,* 1917, the BAtish shipping 
gross losses for this month being 560,000 tons. ^ In the middle of 
October, 1919, the Admiralty issued a final return of British 
mei^hant 'shipping lost during the war through enemy* action. 
From August, 1914, up tothg Armistice day ( 11 th November, 1918) 
2,479 merchant vessels of gross tonnage of 7,759,090 tons were 
actually lost. Of this, total, gnemy submarines accouAted for 
2,099 vessels of 6,635,059 gross .tonnage, mines, 259 vessels of 
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673,417 tons, the remainder being sunk by crwisers, torpecjo-boats, 
etc., and aircraft. The number of hves lost in these vessels 
totalled 14,287.* In addition to this, 675 fishing vessels were lost, 
of 71,765 gross lonnage, 434 men losing their lives. Ej^clusive of 
these figures, there was an enoimoiis number of BrKish merchant 
vessels " damaged or molested, but not sunk." The total ii! this 
class was 1,885 vessels, of gioss tomiAge of no less than ^,007,967 
tons, entailing a loss of ^592 lives. 

Notwithstanding the serious gross losses in tonnage, the actual 
nef loss, owing to building of new ships, purchase from neutials, 
and captures ’irom the enemy, was much less. . According to Lloyd's 
Register, the gross steam tonnage of the United Kingdom in 
June, 1914, was 18,892,000 tons. In June, 1S19, It was 16,345,000 
tons — a reduction of 2,547,000 tons, or 13*5 per cent. During the 
same period the United States of America increased her sea-going' 
steam tonnage from 2,027,000 to 9,773,000 tons — an increase of]^ 
7,746,000 tons, or 382 per cent. The shipbuilding returns fejr 1919 
showed that the United ♦Kingdom s output of mercantile vessels 
during the year w'as 612, representing 1,620,442 tons. This total 
w'as 272,322 tons better than the 1918 total. 

In June, 1921, the world’s total sea-going sl('el and iion steam 
tonnage was 54,217,000 tons, an increase of 11,703,000 tons as 
compared with the total in June, 1914. According to Lloyd’s 
Register this increase was made up as follows-— 

Tons. 

Increase in the United Kingdom . . . 411,000 

Increase in the United States ^ . . . 10,477,000 

hicreasc in other countries .... 6,311,000 

^ Total 17,199,000 

Loss to Germany . t . . * . . 4,444,000 

l^.x-Anstrb-Hunganan tonnage . . . 1,052,000 

• ''Ldal . • 5,496,000 

N(it world’s increase . . . 11,703,000 

In the case of the United Kingdom, France and Italy, the pre- 
sent tonnage includes a considerable iwuount of ex-enemy tonnage 
allocated under the terms of the Peace Treaty. Ifi June, 1914, 
the Unifed Kingdom* owned 44.4 1 per cenjt. of the world’s steam 
toni;age, but 'in June, 1921, the percentage h^d fallen to 35-6. 
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That ^he final issue of the war would be largely determined by 
superiority in supplies was plearly recognized by the United States 
of America on her entry into the war. Tlie Unitcd*Statcs declared 
war on Gg^many on 5th April, 1917, ^ on account oi the submarine 
campaign of t4ie latter. Eleven days later, on 16th April, 1917, 
President Wilson issued the following strong appeal to all American 
citizens. * It displays a very close grip of economic problems under 
conditions of war. The President clearly pgreeived that industrial, 
agi'icultural, and economic problems must first be solved if naval 
and military forces were to have the opportunity of victoiy. Tj^e 
entry of tlKi United States into the war enormously ^strengthened 
the econoaiic resources of the Allies. 

• 

President Wilson’s Appeal to American Citizens 
Fellow-Countrymen, — The entrance of our beloved country into the 
^nm and terrible war for democracy and human ng!its, \\»hich has shaken 
%lie world, creates so many problems of national life and action which call 
fer immediate consideration and settlement, that I hope you will permit 
me to i^dress ■'^ou a few words of earnest counsel and appeal with regard 
to thern • 

We arc rapidly putting our Navy upon ^n ctfective war footing, and are 
about to create and equip a great Army, but these are simply parts of the 
great task to which we havotaddressed ourselves There is not a single selfish 
element, so far as I can see, in the cause we are fighting for We are fighting 
for what we believe and wish to be the rights of mankind and the future 
peace and secunty of the world To do this great thing worthily and 
successfully we must devote ourselves to service without regard to,ujpf\Jfc 
or matenal advantage, and with an energy and intelligence that rise to 
the level of the enterprise itself. We must realize to the full how great the 
task is, how many tlungs, how many kinds of elements of capacity, service, 
and self-sacnfice it involves. 

The Things to do Well 

These, then, are the things we must do, and do well, besides fighting — 
the tlungs without which mere fightilig would be fruitless 

We must supply abundant food, not only for ourselves, an^ for our 
Armies and our seamen, but also for a large part of the nations with whom 
we have now made common ‘cause, in whose support and t^y whose sides we 
shall be fighting, * 

We must supply ships by hundreds out of our shipyards to carry to the 
other side of the sea — snbmannes or no submarines — what Vill every^ day 
be needed there, and abundant materials out of our fields, mines, and 
factories, with which, not only to clothe and equip our, own forces on land 
and sea, but also to clothe and support our people for whoin the gallant 
fellows undcfr arms can no longer work ; to help clothe and equip tbtf Armies 
with •which We are co-operatmg in Europe ;• a»'IU to keep the looms and 
manufactories there in raw matqnal — coal to keep the fires going m ships 
at sea, and the furnaces in hundreds of factories across the sea : steel out 
of which to inalce arms and ammunition both here and there : rails for 

t * 

^ Diplomatic relations between the two countnes had be^n severed by 
the United States since 3rd February, 1917. , 
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worn-out railways at the back of the fighting fronts : locomotives aiyl rolling- 
stock to take the place of those every day goin^ to pieces ; Khiles and 
horses and cattle for military service — cvei;ything with which the people 
of England, Frai\;'e, Italy, and Eiissia have usually supplied themselves, 
but cannot now ^]fford the men, materials, or machinery to make. 

It IS evident to every thinking man that our industries oi^. farms, in 
shipyards, mines, and factories must be made more pr^ihtic, and more 
efhcient than ever, and must be more economically managed, and better 
adapted to the paiticular requirements of our task than they have •been; 
and what I w.int to say is that men ancU women who devote thCir thought 
and energy to these tjnngs will be so"ving their country and conducting 
the tight tor pe.ue and fie^dom just as truly and just as effectively as men 
on the battlefield or in the lienches The industrial forces of the country, 
men and women alike, will be a gieat intei national service army- — a notable 
hc^noured host engaged in the service of the nation and the world, the 
eflicient fi lends and saviours of free men everywheie Thousands, nay hun- 
dreds of thou^ands of men, otherwise liable to military service, will, of right 
and necessity be excused that service and assigned the ^vindamental 
sustaining work of fields, factones, and mines; apd they will be as much 
part ot the great patriotic forces of the nation as the men under fire 

, Eqod and the Fate of Nations • 

I take the liberty, therefore, of addressing this word to the farmers 0 / 
the country and all those who work on farms The supreme need of oui' 
own nation, and of the nations with whom loc are co-operahnq, is an abundance 
of supplies, especially foodstuffs The u'lportance of an adeipiate foo^i supply 
in the present year is superlative Without abundant food, alike foi the 
Armies and people now at war, the whole great enterprise upon which we 
have embarked w'ould break dowm and fail ll^i; w'orld’s food reserves are 
low Not only during the piesent erneigency, but for some time after peace 
shall have come, both our own people and a large projiortion of the people 
of Europe must rely on the harvests of America Ujion the farmers of 
this country, therefore, in a large measure rests the fate of the war — the 
fate oJ nations May the nation not count upon them to omit no step that 
will increase the production of their land, or bring ab<»ut the most effectual 
co-opcration 111 the sale and distribution of their products ? 

The time is short, and it is of the most imj^erativc imjiortance that every- 
thing possible be done, and done immediately, to make sure of large harvests 
The call upon young men and old alike, and ujion able-bodied boys on the 
land to accept and act iijioii this duty - toTurn m hosts toAhe farms to make 
certain no pains and no labour are 1« clung m this great matter I par- 
ticularly appeal to farmers in the South to pl.int abundant foodstuffs as well 
as cotton * They can show theqr jxatnotism in no better and more convincing 
way than by resisting the great teriptation to* the present price of cotton, 
and by helping uf)on a great scale to feed the nation and peoples everywhere 
who are fighting fcA their liberties and our own. The variety of their crops 
will be a visibli i?ieasure of tljeir comprehension of their national duty. 

A Call to Middlemen 

The CoverjHnent*of the Uiutcd States and the Governments of several 
States stand ready to co-operate They will do everything, possible to 
as''ist farmers in securing cri adequate supply of seed, an adequate fo?ce of 
labourers wdien they arc most needed at harvest time, and means for 
expediting the shipments of fertilizers ancf farm machinery, as well as the 
crops themselves when they are harvested. The course (H trade shall be 
as unhampered as it is pissible to make it, and there shall be no unwarranted 
manipulation of the nation's food supply by thifee who handle it on its way 
to tjie consunfer. This is our oppoftumty to degionstrate the efhciency of 
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a great Democracy, aiixl we shall not fall short in this Let me say to 
middlem(^ of every sort, whether they arc handling our foodstuffs, our raw 
materials of manufacture, or tjic products of our mills and factories the 
eyes of the country will be especially upon you This it* your opportunity 
for signal service, clhcieiit, and disinteiested The coip^try expects you, 
as it expect all others, to forego unusual profits, to orgam/e and expedite 
the shipment o^ sujiplies of every kind, but especially food, with an eye 
to the service you are rendering and in the spirit of those who enlist in the 
ranks •for their people not for themselves I shall confidently expect you 
to (h'serve'and win the < onhdence* of the people of every soit and station 

To men who run the r.iilways of *hc country, wl^ther they be managers 
or operative employees, let nic say that railwi^s are the arteries of the 
nation’s life, and that upon them rests the immense lesponsibility of seeing 
to it that these arteries suffer no obstruction of any kind through inefhciency 
or slackening (^f power To the merchants, let me suggest the motto Snv^ll 
Pioht, Qur'* Service ” , and to the shipbuilder, the thouglft that life and 
war dep7md upon him 'Food and war supjilies must be carried across the 
seas, no matter how many ships arc sent to the bottom The places of 
those that go down must»be supplied- -and supplied at once To the miner, 
let me say that he stands where the farmer does The work of a world 
waits on him, «ind if he slackens or Luis, armies <ind statesnum are helpless 
He also is enlisted m the great service of the army a'he nkinufactiirer does 
4 j.ot need to be told, I hope, that the nation look', to him to speed and perfect 
ftvery piocess, and I want only to remind his employees that their service 
IS absolutely indispensable, and is counted on by every man who loves this 
countr^ancl its 'dx'rties 

No TiMB for ExiltAVAC.ANCE 

Let me suggest also tha^ every one who creates and cultivates a garden 
helps to solve the problem of feeding the nations, and every housewife who 
practises strict economy puts herself m the ranks of those who serve the 
nation This is the time for Ameiic.i to correct her unpaidonable fault of 
wastefulness and extravagance fxT every man and every woman a ssume 
a duty — the careful and })rovident use of expenditun* as a public duty, and 
as the dictate of patriotism which none can now expect ever to be excused 
or forgiven for ignoiing 

In the hope that this statement of the needs of the nation and the world 
in the hour of supreme ciisis may stimulate those to whom it comes, and 
remind all, who need a reminder, of the solemn duties of a time such as the 
world has never seen before, I be?; that all editors and publishers evei ywhere 
will give as jironiinent a publication and wide circulation as possible of this 
appeal, and I venture to suggest also to all adveitisenient agencies that they 
would perhaps render a very substantial and timely service to the Country if 
they would give it widc'spreticl repetition, ancl to clergymen not to think it 
an unworthy or mappropnate subject of comment and •homily for their 
pulpits The suiireme test of the nation has come, aud^we must all speak, 
act, and serve together , • 
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COMMODITY PRICES— ECOMiOMIC INFLUENCES 

In any analysis of thc^Tactors that cause variation in prices of 
commodities, two sets of variable influences have necessarily to 
be^, considered, the first- — Economic, the second — Monetary ; in 
other words, fne quantity of goods on sale and the purchasing power 
of the community. In the present chapter there wili be con- 
sidered only the econonuc factors (but including psychological 
influences, increased taxation, and adverse exchanges) that gave 
rise to the great ineffease in prices during and since the war, up to’ 
April, 1920 ; the monetary factors — ^the more important- — being,* 
considered at length in the next chapter. Some reasons wiU also 
be advanced for the partial fall that lias taken place since April, 1920. 

Index Numbers. Before either set of factors are considered 
at length it will be advisable to have a clear conception of what is 
meant by an “ Index Number m relation to commodity prices, 
for some confusion occasionally arises from the different senses 
in \^iich the term “ Index Number is used. Index numbers are 
numbers which measure the average price variation of a number 
of commodities. They are, of course, relative numl^ers. The word 
“ weight,” sometimes used in relation to index numbers, refers to 
the extent to which price variations m particular commodities are 
allowed to affect the average price variation of the commodities 
as a whole. To obtain an,. index number accurately representing 
variation in pneos is, in praclice, impossible. Such a number 
would obviously 'have to be based on a consumption standard. 
The theoretical basis of a '’consumption standard is that the true 
measure in the cl\ange of the value of money is the change in the 
amount of currency that must be paid by consumers throughout the 
country' for all commoiitiQS in their finished state consumed* by 
them per unit of time. No trustworthy figures being available for 
the retail prices of the commodities actually consumed, it is usual 
to take certain foodstuffs and materials as typical of these com- 
modities^ and to assume that, rofaghly speaking, the changes in the 
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prices kf these raw* materials, although usually more rapid and 
violent than the changes tin prices of the manufactured articles 
consumed, do — on the whole — over relatively lon^ periods of time, 
afford a fair measure of these changes. It is sometimes contended 
that an ideal Consumption index number should not only be based 
on retail prices of commodities actually consumed in unit time, 
but its constituents should incVide the cost ^f rent, rates, profes- 
sional and other services. The only ansv-#er to this contention is 
that it is impossible to include such items. Considerations such as 
these, whilst they impair the exactness of any deductions made 
from indeSc niimbersf do not detract from the general conclusions 
deduced trom the quite considerable movement of these numbers. 
They do, however, ‘suggest the question whether there is any 
utility in devising an exact system of weighting, having regard to 
^the necessarily somewhat rough character of the results. Obviously, 
•an exact system of weighting based on the extent to which the 
comnicdities are consumed in unit time would have to take due 
account of tlu /arying relative imporJtan<?e of different commodities 
at different times, an almost impossible calculation. 

The best -known index numbers are not weighted according to 
any exact principle. They are usually only roughly weighted by 
taking into the calculation either two or more varieties of th^^i2P 
article, or the sa^me article in different stages of manufacture. 
It IS, in fact, found in practice that the main bulk of wholesale 
prices do, as a rule, move in much the same direction, although at 
var3nng rates. Except under abnormal circumstances, there is 
agreement in the general tendency of curves plotted from the 
various index numbers in common use. Wlien, however, the general 
trend of prices is interrupted violently by circumstances of a 
special character, as is the case during great wars,* certain articles 
are often more affected than others, and therefore weighting of 
the prices of such articles may have an appreciable effect on the 
resultant general index number. This is all the more noticeable 
when circjimstances occur affecting to a great degree >he^price of 
on^ particiflar article, as, for instance,* th€ price of cotton during 
the American Civil War. * 

Two of the best-known index numbers in use in the United 

• • 

Kingdom at the present time ^e those calculated and published 
monthly by The Statist and The *Eco 7 iomist respectively, , 
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The index numbers ailciilaled monthly and yearly by 'Pac Statist 
are in continuation of tliose formerly calculated by Mr. Sauerbeck 
for the period l):J46-1912. This index number is based on wholesale 
price variation'^ of 45 commodities (foodstuffs and mateivals), some 
of the more important articles being represented by t^^o descriptions, 
in all 13. In a foot-note to a chart published in 1908* Mr. 
Sauerbeck stated Ips index nuiTbers had been constructed as 
follows : The average prices of the 11 years, 1867-1877, were called 
100 in the case of each commodity, and tlu' percentage variation 
mis calculated for each year. I'lie percentage variation figures of 
all the articles were next added together for each year and divided 
by the total number of commodities, and the figure thus obtained 
formed the index numlx^r for the respective year. For instance, 
the percentage variations for 1907 totalled to 3,588. Dividing 
this total by tlie number of commodities, 45, there was derived 8^> 
as the index number for 1907. This index number is, therefore, 
the arithmetical mean of the percentage vanations, all ^’irticles 
being considered as of e^ual. value. 

The index number calculated at the end of each month by The 
Economist is, like that of Mr. Sauerbeck, based on percentage whole- 
sale price variations of important commodities, the number of 
Commodities, together with the number of varieties, taken by 
The Economist lx;ing 44, as against 58 by Mr. Sauerbeck. The 
index number of The Economist consists of the total of the percentage 
variations, and not such total divided by the number of commodities 
entering into the calculation, as in^thc case of Mr. Sauerbeck's 
numberT The basis taken by The Economist is the average of prices 
ruling during the six years 1901-1905, the basic index number 
being 2,200 (Cereals and ‘meat, 500 ; (»ther food products (tea, 
sugar, etc.), 300 ; textiles, 500 ; minerals, 400 ; miscellaneous 
(rubber, timl^r, oils, etc.)^, 500 ; total, 2,200). 

A third index number available, and one also intended to 
represent the course of wholesale prices, is that which has been 
calculated- by the Board of Trade since 1871. Until the end of 
1920, this index was a^cofnpound number weighted accordin)^ to 
the considered relative importance o'! the various articles in the 
busines^i of the country. At the commencement of 1921, the 
Board of Trade decided to cliang^i completely the basis on which 
this- index number had hitherto been calculated, giving as the 
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reason fSr the change* that it was anticipated that tlu' in w number 
would reflect more closely *than had been the case with the old 
number in the recent past the movements of the wholesale maikets, 
the special conditions of trade during and since the war having 
had tjje effect of diminishing in this respect the value of the number 
as hitherk) calculated. 

After the foregoing remarks cui the nature^ and value of index 
numbers, the course of commodity prices-\liiring and since the 
recent war may be considered m detail. Below there is given a 
table shownig the index numbers prepared by The Statist and Vhe 
Economist to repieserfl* price variations of wholesale commodities 
for each month since J[anuary, 1914, and up to May, 1921. 


END OF MONTH INDEX NUMBERS OF THE STATIST AND 


m 




THE 

ECONOMIST 



/ 



m 

1 

Fch 

Mrir 

' 

i 

April 1 

May 

June 

Job 

Aug 1 

Sept 

Oot i 

Nov 

Dec 

Statist — 

1 



! j 




! 





1914 m 

83 5 

1 8 8 

82 8' 

82 3 ; 

82 3 

81 2 

82 4 

87 9 

89 3 

89 8' 

888 

91 6 

1915 

' 96 4 

1 IOC '< 

1037' 

105 9 1 

107 2 

* 106 4 

106 4. 

107 0' 

107 8 

1 10 0 

113 1 

118 4 

1916 

1 123 6 

1 127 

130 4 

114 2 

135 4 

131 0 

.130 5* 

134 5 

131 3 

111 5 

150 8 

154 3 

1917 

ISO 3 

1 164 0 

169 0 

173 0 

175 0 

180 4 

176 9 

175 7, 

176 4 

180 6 

182 9 

185 1 

1918 

! 186 2 

1 187 3 

188 0 

189 8 

191 1 ! 192 3 

192 9 

195 9 

197 1 

197 8 

195 3 

196 0 

1919 

1 192 1 

; 187 5 

184 7 

f84 6 

194 6 

1 199 4 

206 4 

212 7' 

21 1 8 

22 1 3 

231 0 

235 2 

1920 

I 245 3 

260 4 

261 8 

1 266 1 ' 

260 0 

1 255 7 

254 5 

253 5 ' 

218 7 

239 9 

223 8 

207-2 

1921 

197 2 

1810 

177 2 

i 16)8! 

162 2 








Economic - 











2,760 1 


1914 , 

2,618 

2,616 

2,597 1 

2,585 1 

2,595 

2,549 

2,565 

!i,698 

2,780 

2,732 



1915 

3,003 

3,111 

3,305 ' 

3, 127 ' 

3,327 

3,250 

3,281 ' 

3,296 

3,336 

3,171 

3,5001 


1916 

3,840 

4,008 

4,013! 

1,190 ' 

1,319 

4,213 

4,204 , 

4,372 

4,421 

4,596 

4,779 

4,908 

1917 i 

4,951 

5,072 1 

^,300 ; 

5,379 , 

5,412 

5,646 j 

5,589 1 

5,658 

5,634 

5,701 

5,768 ! 

5,845 

1918 ' 

5,785 

5,818 

5,867 j 

5,941 ' 

6,016 

6,105 

6,128 ' 

6,267 

6,238 

0,210 

6,2121 

6,094 

1919 , 

5,851 

5,796 

5,708! 

5,774 ; 

5,988 

6,188 

6,450 

6,503 

6,587 

0,795 

6,985 1 

7,364 

1920 1 

7,768 

8,160 

8,352 i 

8,232 , 

8,199 

7,847 

7,876 

7,743 

7,615 

7,175 


5,924 

1921 . . 

5,617 

5,176 

5,097 1 

4,929 1 

4,910 


1 

• 



6,594 1 



(Up to June, 1914, the Index Numbers shown ol The Economist arc based 
on prices ruling on the 1st day of the following month ) 


Inset there is shown a graphica] representation of the course 
of these monthly index numbeis, the curves of, which, though 
not in exact agreement, are in very cIosq agreement. o To indicate 
clearly to the eye the close correspondence Ix'tween the two curves, 
the index number of The Statist for each month ha^ beeiynultiplied 
by three, and that of The Economist has been divided by ten, 
before plotting the relative cuives. Thb clSart cleaily shows that 
there took placp an almost continuous rise m the prices of wholesale 
commodities from the Declaration of War at^^the commencement 
of August, 1914, until about tfie. Armistice with Qi'rmany on 
11th November, 1918. • Thereafter, there was a small fall ufltil 
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April, 1919 (Peace with Germany, 28th Jifne, 1919), \4iich was 
followed by a very rapid rise until i^ril, 1920, from which date 
there has takep place an almost continuous fall. The curve repre- 
senting the index number of The Economist reached its maximum 
apex at the end of March, 1920, and that for The*Staiist a month 
later. 

Between the end^of June, 1914, and the end of October, 1918 
(Armistice with Germany, 11th November, 1918), The Statist index 
number increased 144 per cent., and that of The Economist 144 per 
(53nt. Between the end of June, 1914, and the end of June, 1919 
(Peace signed with GcTinany, 28th June, 1919), The Statist index 
number increased 145 per cent., and that of The Economist 143 per 
cent. Between the end of June, 1914, and /he end of March, 1920, 
The Statist index number increased 222 per cent., and that of The 
Economist 22o per cent. Since the end of March, 1920, and up {o 
the end of ^lay, 1921, The Statist index number has fallen 
38 per cent., and that of The Economist 41 per cent. Thedable of 
index numbers shows tlfat even the gathering war-clouds during 
July, 1914, caused a slight increase ir^ the price of wholesale 
commodities for that month. 

The relative part played by the price variations of the various 
of commodities which enter into the composite index 
number of The Economist is shown by the ;following table, the 
index number for each group at the commencement of July, 1914, 
being represented by 100 — 


PERCENTAGE VARIATIONS OF HIDEX NUMBERS OF GROUPS 
- OF COMMODITIES. {The Economist) 


c 

• 

Cereals 

and 

Meat 

Other 

Foods, 

c 

Textiles 

Minerals 

> 

Miscel- 

laneous 

Composite 

Index 

Number. 

1st July, 1914 ' 

100 

100 

100 

100 

100 

100 

End Oct, 19^81 

225 

• 226 

307 

186 

253 

244 

End June, 1919* 

237 

232 

283 

199 

249 

243 

End Mar , 1920 

, 267 

265 I 

483 

264 

310 

328* 

End Dec ,^20 

238 

233 1 

208 

258 

231 

232 

End J^n.,-^1921 

229 

231 1 

193 

239 

219t, 

220 

End Feb, 1921 

208® 

, 223 1 

169 

223 

206 

eo3 

End Mar, 1921 

214 

211 i 

167 

213 

204 

200 

End Apr , 1921 

211 

210 I 

167 

199 

189 

193 

End May, 1921 

211 

200 ; 

162 

204 

“193 

193 


* Armistice with Germany, 1 1th November^ 1918. 

* Peace sf^ned with Germany, £8ih June, 1919. 
Highest index number ever recorded. « 
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As th%re were spe^^ial influences affecting different groups in 
varying degrees at different times, and some articles were for a 
period controlled or purchased and distributed by tlfc Government, 
the divergence in the percentages shown in the foregoing table 
was to be expected under the circumstances. 

It \fill be observed from the percentages that from 1st July, 1914, 
the greate'st rise, up to March, *[920, took place in the textile group, 
and, as was to be expected, the greatest faU^om that date up to 
the end of May, 1921, took place m the same group. (The 
textile group includes cotton, yarn, cloth, wool, silk, flax, hemp, 
and jute.) •Some vai^tttiesof cotton, wool, and piede goods had 
fallen 60 4o 80 by April, 1921. The group percentages also 
show that wholesale pficei> about the date Peace was signed with 
Germany differed little from prices ruling about the date of the 
i^mistice, neaily eight months previously. • ^ 

•One of the greatest influences that affects the index numbers of 
the different groups in varying degree is the course of prices of 
similar gioups iii foreign countries. o 

The chart mset diows a giaphic'al representation of the comse of 
puces for diffeient grouji^ of commodities since Jamiaiy, 1914, the 
curves of which have been plotted from the index numbers for the 
several gi( ups compiled monthly by The Econotmst. It will be 
obseived that the curve's disclose three mam features, namely — 

1. In the ('ally stTlges of the war all the five gioups of wholesale 
comiiKaiities show a fairly rapid use in puces. 

2. The effe( t later of Government control of supplies and of 

prices IS eU'aily shown m thrde groups — cereals and meatf other 
foodstuffs, and minerals, notwithstanding that tins country was 
largely dependent on fcaeigii sources of 'iUppty- * 

3. The textiles group sfiows a fall* in puces fiom a month after 

the outbreak of the war until the end of Decembt'f, 1914. There- 
after (excepting dining March-July, 1916) an almosf continuous 
use took place until the end of September, 1918. l^his month 

a rapid fall set in until the end of Maich, 1919, to bVjollowcd 
durin^j the iWt twelve months by a lise^coiisiderably greater than 
had taken place previously jjnee the outbieak of the war. At 
1st July, 1914, *77/6’ Economist index number for the textiles group 
was 616 ; at the end of March, 1919, it was 1,^02, a diffeience of 
886 ; but at the end of March, 1920, it*was 2,974 a furthc^ differeuire 

16 — ( 1723 ) • 
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of 1,472|. Since the latter date the chai^ clearly sh^ws that 
textile prices have fallen considerably^ the index number at the 
end of May, 1921, being 996 as against 2,974J at the end of 
March, 1920. 

* 

So great and rapid has been the reaction in textile prices since 
April, 1920, that the percentage increase remaining at the end of 
May, 1921, over the level ruling at *lst July, 1914, was hiaterially 
less than the iiicreas^at the same date for any of the other groups. 
ConsLfpiently, any further fall m textile prices will probably be 
relatively of slower movement than further falls m the price levels 
of the other’groups. \ 

The course of the textiles group curve on the chyart clearly 
discloses the very unhealthy and dangofoua; puce position created 
in the textile trades froin about July, 1919, through unbridled 
competition for available supplies, and indicates that every trader 
and manufacturer in this group should have been on his guafd 
against being caught with heavy stocks or liability to accept 
high-priced goods wheiir the mc'^itable slump later set in. Since 
the outbreak of the recent war, the textiles trades appear to have 
been more subject to psychological influences than any other tiades. 
During Septcmber-December, 1914, the textiles group index 
number fell from 626 to 509, through groundless fear of bad trade. 
Xiiother severe fall commenced in October, 1918, when it became 
evident that Germany would shortly be suing for an Armistice ; 
the textiles group index number between the end of September, 
1918, and the end of March, 1919, falling from 1,929 to 1,502. 
From April, 1919 (when peace was praetieally assured), an opinion 
became general in the textiles trades, not only at home but abroad, 
that the world, particularly the Continent, was exceptionally shoit 
of clothing as*a consequence df the five gears' war, and that there 
would arise a git;at and prolonged world-wide demand for all classes 
of clothing, "almost regardless of price. So strong and general was 
this opinion thaj merchants, m many cases, contracted for supplies 
as far asj^elve months ahead. The reaction set in when it became 
evident, first, that ap^rt from the Central Pijwers an^l^Russi^, the 
world was not so short of clothing as.had been anticipated ; second, 
the necessity of the masses economizing in clothing on account of 
high cost of other hnd more essential commodities, and increased 
taxation ; ^and third, the revolt of the consumer at prices for 
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clothing' ranging frcfm 300 to 400 per cent, above pre-war 
prices. • ^ 

As is well known, the great rise in commodity prices since the 
commencefiient of the recent war, and up to the early months of 
1920, ^was not* confined to the United Kingdom; the rise was 
almost w(irld-wide, varying in degree in different countries according 


TNTLKNATIONAL WHOLESALl^PRICES ^ 

INDEX NUMBERS EXPRESSED AS PERrENTAUlCS OF 1913 


I’cnod 

PBitcd Kingdom. 

• 1 > . 

Canada 

United States 
of Amenta. 

r ranee. 

Itily 3 

m 

! Japan. 

Swedfti* 

Board 

Trade ^ 

Econo- 

mi'it 

-nr-- 

'Statist 

• 

Official 

1 • 

Butcau 

of 

C.abour 

Brad- 

Slrcet 

Statis- 

iique 

Bacht 

Bank of 
Japan, 

. Tokyo 

Svensk 

Handels- 

hdntng. 

A vera^e 
1913 

100 0 

100 0 

1000 

1000 

100 

100 0 

100 0 

1000 

100 0 

100 

1»I4 . 

100 6 

98 7 

101 2 

100 4 

99 

^0 

102 6. 

95^ 

95 5 

116 

1915 . 

123 5 

123 1 

125 8 

109 2 

100 

108 1 

140 9 

132^ 

967 

145 

lilG . 

100 1 

160 5 

159 5 

1.34 3 

123 

130 0 

189 0 

1997 

1172 

185 

11117 . 

208 6 

201 1 

206 1 

174 9 

175 

172 2 

262 6 

306 3 

148 5 

244 

1918 . . 

229 5 

221 9 

226 5 

205 4 

196 

204 0 

340 9 

409 I 

195 9 

339 

1919 , 

2S4 5 

235 2 

241 9 

210 4 

212 

204 0 

358 3 

365 8 

239 5 

330 

19^0 . “ 

318 ^ 

283 2 

291 8 

24(> 2 

1144 

201 3 

512 0 

024 4 

2.59 6 

347 

1919 July, 

241 . 

2. >9 6 

242 8 

217 0 ! 

219 

217 7 

350 4 

362 4 

247 2 

320 

Auff 

257 3 

241 5 

2.50 2 

222 2 ' 

226 

112 0 

349 3 

369 4 

251 3 

321 

Sept 

2(>4 5 

2116 

252 7 

222 5 ' 

221 

212 5 

361 9 

371 7 

257 6 

319 

Ott 

277 9 

252 4 

203% 

221 1 

223 

210 7 

383 8 

390 5 

' 266 3 

307 

Nov 

288 9 

259 4 

271 8 

227 1 1 

2.30 

219 6 

407 1 

438 8 

280 0 

308 

Pa 

290 8 

273 5 

276 7 

237 8 1 

2,18 

221 7 

424 9 1 

457 3 

288 6 

317 

1920 lui 

30(> 1 

288 5 

288 6 

248.3 i 

248 

227 2 

489 3 1 

503 7 

1 301 I 

319 

rdi 

310 4 

30.1 1 

300 3 

253 5 

249 

220 4 

.524 6 I 

556 3 

3136 

342 

Mar 

122 1 

310 2 

308 0 

' 257 6 

253 

225 5 

.557 4 1 

619 0 

321 6 

354 

Apiil 

321 4 

305 7 

313 1 

1 200 0 

265 

225 7 

590 6 

079 1 

300 5 

•"35, * 

May 

319 2 

304 5 

305 9 

263 2 ' 

272 

210 4 

553 0 

659 0 

272 1 

361 

June 

337 8 

291 4 , 

, 300 8 

, 257 8 ' 

209 

2107 

495 3 

614 8 

247 9 

366 

Dly 

347 0 

292 5 

299 5 

, 255 9 

262 

205 0 

498 2 

613 0 

' 239 5 

363 

Aug 

325 7 

287 6 

298 2 

213 7 

250 

195 7 

503 9 

1 031 7 

235 2 

365 

Sopt 

330 8 

28.1 9 

292 6 

! 241 0 

242 

184 1 

528 4 

000 5 

: 2.30 7 

362 

Oct 

324 0 

200 5 

282 2 

2.14 4 : 

225 

170 6 

.504 3 

002 1 

S 225 8 

346 

Nov. 

312 7 

244 9 

203 3 

1 224 5 , 

207 

148 3 

463 1 

1 058 0 

, 221 4 

331 

Dec. 

302 3 

220 0 

243 8 

1 214 4« 

189 

137 8 

137 0 

1 635 4 

205 7 

299 

1921 Tan. 


208 6 

232 0 

i 207 0 1 

177 

134 6 

408 7 

" 

1 201 1 • 

267 

i'cb 

— 

192 2 

215 3 

1 199 3 ; 

107 

129 2 

379 4 


' 195 2 

2.50 

Mar 


189 3 

208 5 1 

194 2 

102 

123 8 

361-7 

— . 

191 0 

237 

April 

— 

1 18.3 8 

l“9 8 1 

i 188 7 1 

154 

117 8 

349M 


189% 

229 


to conditions more or less peculiar to each country* In the table 
given above, index numbers, expressed as pere Aitages of 1913, 
representing wholesale prices in the UiTited Kingddhi, are com- 
pared with relative percentages in Canada, tliQ United States, 
France, Italy, Japan, and Sweden. A study of the percentages dis- 
close# that wholesale prices up to April, 1^2%(E conomisi), rose more 
in the United Kingdom than iiUhe United States (Bradstreet), hut less 

^ As tabulated in Monthly Bullehn of Statistics published by the §upreme 
Economic Council. • • 

* From January, 1921, the Board of "trade changed the bask of its index 

number, ^ • 

* Discontinued from January, 1921. 
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than in France or Italy. A fall in wholesale prices con^menced 
in the United States (Bradstreet) in February, 1920, in the United 
Kingdom (Economist) and Japan in April, and in France and Italy 
in May. Other features to be observed from the tab)3 are the 
fairly close correspondence between the percentages representing 
the index numbers of The Economist^ and The Statist respectively, 
and the correspondence between the percentages representing the 
official index number ol Canada with those representing the Bureau 
of Labour’s index numl)er for the United States, It is interesting 
also to note that wholesale prices in Sweden, which lemained 
neutral tliroughout the war, have increased 'since 1914' more than 
m the United Kingdom. Owing to the different bases'^on which 
the various index numbers are constructed,' all roughly weighted 
by including ^wo or more 'varieties of certain commodities, some 
more weighted' than others, the percentages shown in the tables 
cannot be taken as strictly representative of the relative rise in 
wholesale prices m the different countries. 

Cost of Living. As has been already indicated, neither the 
index number of The Statist nor that of The Economist can be taken 
as accurately representing changes in the cost of living from time 
to time, for they are both based on wholesale prices, and neither 
Ipkef, into consideration the elements of rent, rates, and certain 
other items which must necessarily be included in an index number 
intended to represent variations in the cost of living. An attempt 
to construct such an index number, to represent changes in the 
cost of living for the working classes, based on retail prices, rent, 
etc., is made monthly by the Ministry of Labour, and the result 
is published in the Labour Gazette, from which the table given 
on the next page has been extracted . 

In explanatory notes, the Labour Gazette states that the shown 
percentages are tased on the average increases in the cost of the 
various items combined in accordance with their relative importance 
in pre-war working-class family expenditure . The result of this 
calculation ‘ (in which the same quantities and, as far ^s possible, 
the same qualities of each item are taken for each month in 
July, 1914) is to show the increase in thv cost of maintaining unchanged 
the averg^ge pre-war standard of living of the working-classes (i.e. the 
average standard actually prevailing iii working-class families 
before the war, irrespective of whether such standard was adequate 
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or not)^ The Laboi^r Gazette also points out that, owing to the 
shortage in the supplies ojf certain articles (c.g. butter), and the 
variations in the amounts of increase in the piices of different 
commodi^es, it is probable that economies or i e-adjustments in 
expenditure ligve been effected in many families, especially in those 
case# where incomes have not increased so much as prices. No 
allowance is made in the figures for such economies and re-adjust- 
ments of expenditure, as to which trustwf^hy statistics are not 
available. 


AVERAGE PERCENTAGE INCREASE IN COST OF LIVING* 
• .SINCE IST JULY, 1914 

* (Food, Clothing, Fufl. Light, Rent, Etc) 


^ Month 

(beginning of) 

• 

1915 

1916 

1917 

• 

Jann.ir^ . 

10-15 

35 

65 

February 

15 

35 

(45 -70 

March 

- 15-20 

35-40 

70 , 

Apnl . , 

15 20 

•35-40 

70-75 

May .... 

20 

40 -45 

75 

June . . . 

25 

45 

75 80 

July .... 

25 

1 45-50 

80 

August . 

25 

45 50 

80 

September . 

425 

50 

80 85 

October . 

30 

50-55 

75-80 

November 

30-35 

60 

85 

December 

35 

65 

• 

85 


• 1918 

J919, 

• 1920 

1921 

85 90 

120 

125 

165 

90 

120 

130 

151 

90 

115 

130 

141 

90-95 

110 

132 

133 

95-100 

105 

141 

128 

100 

105 

150 

119 

100-105 

105 110 

152 

.119 

110 

115 

155 



110 

115 

161 

— 

115-120 

120 

164 

_ 

120 125 

125 

176 



120 

1 

125 

169 

• 

— 


It Will be observed from the above ti^ble of percent a ges*that the 
working-class cost of living, according to the Labour Gazette, 
increased by almost a constant yearly percentage during the first 
four years of the war. At 1st July, 1915, •the incieasc tvas estimated 
at 25 per cent, above the cost of living at 1st Jyly, 1914 ; at 1st 
July, 1916, at 45-50 per cent. ; at 1st July, 1917, at 60 per cent. ; 
at l^t July/ 1918, at 100-105 per cent^ Puring the nexl twelve 
months (which embraced the Armistice period commencing 11th 
November) thh cost of living only rose slightly, to 105-110 per 
cent, above that at 1st -July, 1914. But thft small increase was 
followed by a rapid rise^ during the^ext year ending Is! July, 1920, 
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the cost of living at that date being 152 p,cr cent, in excess of 
that six years previously, at 1st July, 1914. For the whole period 
of six years, the increase therefore averaged 25 per cent, per annum. 
A reference to the table of index numbers of The Statist and The 
Economist, already given, shows that wholesale prices rose more 
rapidly during the war and up to April, 1920, than the maeased 
cost of living percentages compiled by the Ministry ui Labour. 
The following table Viows this divergence at the end of October, 
1918 ; at the end of June, 1919 ; and at the end of March, 1920 — 

« PERCENTAGE INCREASES 

(Above Index Number at End of J,une, 1914 ) ' 


i At i 

31st Oct . ' 
1918 2 I 

At 

30fii b'liie, 
1919 

At 

31st M.ir, 
1920 

At 

31st Mar 
1921 

*' 

The Statist Index Number 

144 

145 i 

222 

118 ' 

The Ecoiionnst Index Number. 

141 

113 , 

228 

100 ' 

Labour Gazette, Cost of Living * 

120-125 

105-110 j 

132 

, 133 

O 


1 _ 

_ _ __ __ 




The percentages given in the last coluitm (for 31st March, 1921) 
show that, during the reaction, wholesale prices have fallen far 
more rapidly than the cost of living. 

' Comparing prices with those ruling at the end of June, 1914, 
the index number of The Economist reached jts maximum point, 
228 per cent, increase, at the end of March, 1920, that of The 
Statist its maximum point, also 228 per cent, increase, at the end 
of the following month ; and the percentage representing the 
increase in the cost of living, calculated by the Ministry of Labour, 
reached its maximum, 176 per cent., at the commencement of 
November, 1920. 

Agreement between the percentage increases in the index numbers 
prepared by The Statist and The Economist and the cost of living 
percentage increases derived by the Ministry of Lalxinr was not 
to be expected, because, as already stated, the former are based on 
wholes'' le prices and the latter on retail prices, rent, and other 
items entering into the cost of living. Rent has not moveef with 
commodity prices. As a result of the Increase of Rept and Mortgage 

^ Percentage based on pnees on day of, following month. 

* Armistice with Germany, llth November, 1918 

»* Pe*ice signed with Germany, 28th June, i919 
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Interest* (War Rcstxictions) Act, 1915, rents of working-class 
dwellings remained at the, same level as immediately before the 
war, apart from increases on account of increasedjrates and water 
charges— ^n other words, net rents of working-class dwellings 
remained unchanged generally from the end of 1915 up to the entry 
into ^operation of the Increase of Rent and Mortgage Interest 
(Restrictions) Act, 1920, which received the Royal Assent on 
2nd July, 1920. * 

It usually takes a period of several months for changes in whole- 
sale prices to reflect themselves fully in retail prices, unless ^le 
article is c^f a more ^r less perishable nature, wheTi sympathetic 
movements take place almost concurrently. 

The following tablt‘ slmws the average peicentage increase, as 
compared with July, 1914, m retail prjees of clothing (of the kinds 
most g(Mierally purchased by the woiking cla^s(‘s),»at intervals of 
^hree months since the beginning of Marcli, 1915, from which it 
will br; obscived that the iiiciease by June, 1920, amounted to 
320-330 p. r c t. above pre-war prices- - 

RETAIL PEJCES OF CLOTHING, 1914-192n 


Year 

Percentag 

e increase, as 
at the begmn 

:omparcd with 
ing of 

July, 1914, 

, March. 

June. 

September. 

December. 

1915 . 

% 

m 

0/ 

/o 

25 

/o 

30 

% 

35 

1916 . 

45 

55 

65 

80 

1917 . 

90 *1 

100 

120 

140 

1918 . 

170 

1 210 

240 

260 

1919 . 

260 

260 

260 

270 

1920 . 

810 

320-330 

330 

«00-310 

1921 . 

24« 

,200 • 

• 

1 - 


The articles covered by the above sliowu aveia^e percentages 
are men’s suits and overc(;ats, woollen materials ^or women’s outer 
garments, ^woollen undei clothing and hosieiy, cotton •material for 
wonacn's outer garments, cotton underclptl\jng mateiial ai^ hosiery, 
and boots. • 

In view of ^hc great rise in wholesale prices of textile materials 
up to March, 1920, to winch refit^icnce has alfeady been made, the 
' This table was publi^ed m the Labour Gazette for Apnl,*1921^ 
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great incieasc in retail prices of clothing up to September, 1920, 
IS not surprising. . 

Economic Reasons for the Rise in Prices since July, 1914. 
It is impossible to examine in the space of one chapter all the 
many and varied economic influences that gave r^sc to the great 
increase in prices during and since the war, up to April, 1920, and 
the partial fall since that date. ‘All that is attempted in this 
chapter is an cnum^ation, with a certain amount of explanation, 
of the more important of such influences operating in the case of 
the United Kingdom. 

1 . Dmrsitn of Labour from Productive to Npn~producttue Purposes. 
Great wars have ever been a powerlul factor in raising «:oimnodity 
prices, in the main due to the feeding,. clotliing, and transport of 
armies, and armament requirements necessitating greater pioduction 
at a tune wlidn large numbers of men are withdrawn from the ranks 
of productive industry for fighting purposes and for performiiig 
services accessory to lighting. This change over from productive 
to non-productive industry was & prime cause of tlie reduction in 
available supplies of commodities for civilian consumption during 
the recent war. Intensified Government dOmand competed severely 
with civilian demand. A reduction in the customary quantities 
available for civilian consumption naturally causes a rise m prices, 
thrdtigh increased competition for the reduced supplies. So strong 
is the desire to satisfy custoimry wants, that a f eduction in supplies 
is usually accompanied by a considerably greater percentage 
increase in prices. 

To \vhat degree during the rcccht war there was reduction in 
production of commodities for the home market for civilian con- 
sumption, it is impossible to ascertain, for no accurate data is 
available. A, reasonable estimate would be a reduction of from 
25 to 33 per cci'.t. A large pait of the labour whicli was diverted 
from produCiive to non-productive purposes during tlie war was 
compensated for by increased liours of labour, relaxation of certain 
trade union rules which restricted production, and replacement 
by the 'dfnployment of^ women and men previously imemployfd or 
under -employed. 

2. Loans to Allies and Dominions. Before the war the United 
Kingddm was increasing her invest men^ts abroad at the rate of 

about £200;0fl0,(X)0 per annum, which amount, howvvcT, about 

* * ♦ 
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represented interest, on her foreign and Colonial investments. 
During the five year periocj 1st August, 1914-lst August, 1919, the 
British Government made loans to her Allies and Dominions to the 
extent of^bout £1,800,000,000, or at the rate of about £360,000,000 
per annum, ^his amount was mainly expended for war materials 
and t)ther goods produced in the United Kingdom, America, and 
other countries, and shipped tojthe Allies. To the extent that the 
proceeds of the loans were expended forypurchases within the 
United Kingdom, so must stocks of commodities available for 
home consumption have tended to lx; i educed. Scarcity of cert^^in 
commoditi?;s on the l^ome market through shipment^ of supplies to 
the Allies* would, however, be partly compensated fur by increased 
quantities of such f:ommodities imported from America and 
other countries during the war. Off-setting the mereped quantities 
feceived from abroad against the reduction ih th(? production of 
Commodities by the United Kingdom for home civilian consumption, 
the qujntitier of commodities available during the war on the home 
market for cni.'an consumption were, a>- a whole, probably only 
from 15 to 25 per cent, less than pre-war quantities. 

3. Increased Costs of Production, The factors that caused an 
increase m the costs of production varied in degree in different 
trades. They may be broadly classified under the four heads : 
{a) Increased wages ; (5) increased costs of materials ; (c) increased 
overhead and maintenance charges (salaries of office staffs, rents, 
rates, repairs, renewals, etc.) ; {d) increased sundry charges (carriage, 
cartage, wrapping and packing materials, travelling, gas, electricity, 
coal, bank charges, advertising, postages, stationery, etc.). Increased 
wages and a wider margin of profit taken by producers and traders 
are really the underlying causes of thg increases given under (6) 
and (d). Labour was in a position \o demand material increases in 
wages during the war on account of the paramount necessity for 
immediate and increasing production on*Government?il and civilian 
account, and also because the cost of living was rapidly increasing. 
Producers and traders were able to take a larger mar^injaf profit 
on account of scarcity of supplies, pa^t the increased margin 
being taken to meet increased taxation and increased cost of living. 
Speculators al§o took tl^ir opportunity. 

4. Shorter Honrs of L^our. Since the war ’terminated tfiere has 
been a reduction in several trades ^n the number of hours, worked 
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each week as compared with tlic number iiv pre-war times. This 
change was sanctioned by the Goverpment and agreed to by the 
employers on t(ic understanding that the reduction in houis would 
be compensated for by proportionate increased production during 
the reduced number of working hours. Unfortunately, labour has 
not in all trades, or in individual cases, responded to the coftipact. 
In some trades, the output per man, per hour, has actually been 
less since the termination of the war than in pre-war times. To 
some extent this reduced output is indirectly due to the considerably 
l\igher wages now paid to labour. In the case of a large number of 
workpeople, high wages have been accompar^ied by a disinclination 
to exert their best efforts. This vicious economic policy has been 
partly due to ignorance, partly to suc^picion of exploitation by 
employers, and partly to disinclination for woik at all limes by 
many people 'of tlu^y can get others to woik for them or to share 
with them the fruits of their industry. ‘ 

The only economic justification for reduction in hours of lalxiur 
at any time is increased output 'per man, pcT hour, whether the 
increase be due to greater efforts by labour itself, or greater applica- 
tion of machinery and other aids to output. And, notwithstanding 
promises of politicians, it is impossible for labour to enjoy a higher 
standard of living until there be an increased output, per man, 
per ‘day. 

5. Multiplying Effect oj Percentage Gross Profits. In many trades, 
particularly in the retail trades, it is customary to fix the sale price 
of commodities at the ascertained costs of production , or the purchase 
price if the article be in a finished' state ready for the consumer, 
plus a fixed percentage. The multiplying effect of percentage gross 
profits 'ihcreases prices to f he consumer ly an amount much greater 
than increase* in original costs, as the following example shows, 
the percentage^' being imaginary — 


! 

Manufaciurer 

Merchant 

Retail Trade 


Cost + 25% 

Cost 1- 20% 

(4st + <^^1% 
liib + 4b a IGs 

Article .... 

+ = 10s 

10s + 2s - 12b 

Same Article . . | 

ISs. -f- 4s - 20b 

^Os + 4s.- 24s 

24b + 8s == 32s. 


The'alxive imaginary illustration sho\Vs that though the manu- 
facturer's costs to produce the article in question have only increased 
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8s., yet *1116 ultimate .consumer is asked to pay an increase of 16s. 
for the same aiticle. Pa?;t of the difference will, of course, be 
absorbed in increased establishment charges of thj merchant and 
retailer. , 

From the iHistration there can obviously be drawn the following 
impoftant truth : “ The less the costs of production the greater 
the real wages of labour, for labour is the greatest consumer in any 
community.” 

6. Psychological Influences. Under the heading of psychological 
influences there may be included those human tendencies or weak- 
nesses that contributed to the rise of prices. WHon prices are 
rising and manufacturers and salesmen predict a further rise in 
the near future, and #hese opinions are quoted in the Press, there 
IS a tendency for people to purchase immediately articles they do 
iTot require at the moment but will reqnirc at some future date. 
This tendency is a species of hoarding and accelerates a further 
rise, and the trader then informs the public : “I told you so.” 
This psychologi' al influence also strongly manifested itself m 
manufacturers and tiaders alike, l^iey competed strongly with 
one another for availabte supplies of materials and finished goods 
because prices were i ising, and if the rise continued their trading 
profits would, as a consequence, be considerably augmented by 
early purchases of raw materials and stocks. This influence became 
very pionounccd during the twelve months ending March, 1920, 
from winch month it was checked by the consumer showing an 
increasing disinclination to purchase clothing and other articles at 
prices then current. * 

Another human weakness that contributed to the rise in prices 
during and after the war was a practical manifestation of the 
world-proved maxim ” tasy com^, easy go.” During the war 
large wages wore paid to munition workers, and dn demobilization 
bonuses were paid to officers and men,* Large nuntbers of those 
who became possessed of wages more than sulfit:ient to maintain 
their customary standard of living, notwithstanding higher 
pricis, and of those who obtained bonjise^, proceeded at once to 
spend their surplus purchasing power on any thing or pleasure 
that took theft- fancy, almost regardless of utility value to them- 
selves. A third psychological manifestation, and one that, for 
various reasons, largely^ proved a nftscalculation, was al^elief among 
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manufacturers, producers, and traders that^ after the war, there 
would be a great world-wide demand*, for finished goods. Conse- 
quently, five or six months after the Armistice onwards, there 
arose a very keen and increasing demand for raw materials by 
manufacturers and for finished goods by traders im anticipation of 
a demand later to come from consumers in all countries, which 
only partly materialized. To some extent depreciated exchanges 
and heavy taxatioio restricted the anticipated international 
demand. 

*- It IS to be noted that psychological influences exert their maxi- 
mum effect in accelerating a rise in prices diu iiig periods' of excessive 
and increasing monetary inflation, a subject considered at length 
in a later chapter. In truth, such mfluchces in their effect on 
prices anticipate, or discount in advance so to speak, further 
monetary inflation, and hence they are a potential danger when 
further inflation eventually is checked. 

7. Increased Taxation. In whatever form increased taxation 
be imposed, whether diiect or indirect, past experience has usually 
proved that the major part is ultimately passed on to the consumer. 
In assessing the margin of net profit he must derive from sales of 
his products or stocks, the manufacturer, producer, trader, or 
shopkeeper naturally bears in mind how much of such margin 
must eventually have to be paid to the State in the form of taxation. 
If taxation be increased, the margin of net profit will therefore 
usually be increased also, though not necessarily by the amount of 
the increased taxation. Since the commencement of the recent war 
taxation has increased enormously, and in many directions. Govern- 
ment revenue for the pre-war fiscal year ending 31th March, 1914, 
amounted to about £19f?, 000,000, but ^for the year ending 31st 
March, 1920, to about £1,340,000,000, * anincrease of £1,142,000,000, 
or 577 per cent., in six years. A large part of the increased taxation 
took the form of the Excess Profits Duty (receipts therefrom, year 
ending 31st March, 1920, £290,000,000), which in the main was 
passed on to the consumer by the manufacturer, producer, trader, 
and shopkeeper. The Epccess Profits Duty was, therefor^, an 
indirect form of taxation of the masses. The only people who 
cannot pass on increased taxation to other people are those in 
receipt of fixed incomes, derived from such sources as fixed salaries, 
Inoludes about ;(205, 000,000 received from sajes of surplus war stores, etc. 
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rent, an(> fixed rates of interest. Such people suffer most when the 
increased taxation takes form of an increase in the Income 
Tax rates. * 

8. Delays in Delivery. Consequent on the great call on the 
man power of i^ic country for fighting purposes and for performing 
servicSs accessory to fighting, and for other reasons, there was 
during, and for some time after the war, considerable congestion at 
the docks, at the railway sheds, and in transj^rt generally. Muni- 
tions of war, foodstuffs, and other articles required for the fighting 
forces had naturally priority in transit over commodities requir^ 
for civilian ninsumptipn. Restricted postal facilities and various 
Governmeift restrictions also impeded the movement of merchandise. 
Any cause which restticta the customary rate of movement of 
commodities, or alters or impedes the^ usual channels of flow of 
international commeice, is bound to be -refledted a tendency 
t(5 higher prices. 

*9. Shortage of Ships. During the war a large part of the mercantile 
tonnage of the U>''ted Kingdom was necessarily employed in trans- 
ferring troops, munitions, clothing, and foodstuffs to the various 
theatres of war. The destruction of a large amount of Allied 
shipping by German submarines also reduced the tonnage available 
for imports of commodities for civilian consumption. Delays 
caused by the necessary adoption of the convoy system, deviation 
of ships to unusual ]^orts, and delays at ports owing to shortage of 
labour and other causes, are equivalent to a temporary loss of a 
certain amount of shipping. The shortage of tonnage and the great 
demand for the available tonifage enabled shipowners to increase 
freightage considerably more than increased working costs. 

10. Rise in Prices of Imports. Before Jhe war, about 70 ^r cent, 
of articles impelled into the United* Kingdom were foodstuffs and 
raw materials. During the war. Great Britain and* other countries 
had to pay continually increasing prices Tor essential*imports, for 
the effect of a great war, under modern condition^ of international 
trading, is to raise the prices of commodities almost Ihroughout 
the \«orld, ^ the countries belligerent cy r^utral. 

1 1 . Increased Freight and • Insurance Rates. During the war 
there took plade a very great increase in freights, partly due to 
increased cost of running* ships, seduction in *peed owing *to the 
convoy system being instituted as* a protective meashre against 
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enemy submarines, deviation to unusual ports, and considerably 
greater margins of profit taken Ly shipowners. 

Marine insur^ince rates were increased on account of greater 
risks due to floating mines, enemy submarines, and otlicr dangers 
at sea due to enemy action. p 

The great increase in freight and marine insurance rates was 
naturally passed on to the consumer in the prices demanded for 
important commodities. 

There was a shortage of shipping tonnage owing to the immense 
anouni. of trooping and transport work m connection with the 
Allied armies, hence freights rapidly rosen Neutral 'shipowners 
benefited even more than British owners. 

12. Adverse Exchange Rates. During thu war, and since its 
termination, several of the foreign exchanges moved adversely 
to the United Kingdom C)n account of excessive balance of values 
of imports. This was only to be expected in view of the increased 
imports and decreased exports, in values, during the v^ar, the 
consequence of great G(;vernmental demands for war purposes. 
The movements would have been much more adverse to this 
country if the Government had not stabilized some of the exchanges 
by selling or pledging abroad large amounts of the foreign and 
Colopial securities held by the public and certain institutions of 
this country. When the value of sterling, as expressed by the 
exchange rate, falls in any country from which Great Britain 
makes large purchases, settlement for such imports is more costly 
than wiien the exchange rate is normal. So far as the United 
Kingdom is concerned, the New York Exchange is the most 
important, for from America this country imports large quantities 
of raw materials and foodstuffs. During 1920, sterling in New 
York stood at •an average discount of about 25 per cent., that is to 
say, an importer in this country of goods from America would have 
to pay in sterling in this countiy to provide a certain amount of 
dollars in America, for settlement of his purchases, an amount 
equal to ^33 per cent, more than he would have had to pay for the 
same amount of dollacs before the war. (Before the war, <£100 
would provide, on an a’TTage, 486J dollars in America (parity, 
£1 = $4*86|). During 1920, £100 would purchase, bn an average, 
only afiout 365 dollars in America.) The^’iniporter naturally passes 
increased costs for dollars on to the consuijier. The latter receives 
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some indirect compensation when sterling is at a heavy discount 
owing to the fact that undetr such a condition the price in dollars 
the exporter has to accept to effect a sale is less thjin the price he 
would be ijde to command if sterling were at parity. To study this 
factor at lengtk would involve a long explanation of the effect of 
depreciated currencies on impoj^t and export values under conditions 
which vary with different countries. 

13. Removal of Government Control. Mii.^ the termination of 
the war, maximum prices previously imposed by the Government 
on a number of commodities, with the object of preventing tke 
exploitatioif of the c^?mmunity under scarcity conditions, were 
lemovcd ?ft various dates. Such decontrol taking place during 
a period when condiCion^f were still abnormal, traders in such 
commodities, after the removal of ma:jimum prices, were able to 
olDtain excessive profits at the expensc^of tfie citiisumer. The 
^ gjeat competition, however, between traders for available stocks, 
with a vjew of extracting large profits from the consumer, eventually 
led to their bein;; caught with high-priced articles (raw materials 
and finished goods) when the inevitable react ion in prices eventuated. 


Though there have been many economic and other influences in 
operation since August, 1914, as a consequence of the war^ all 
tending to bring about a higher average level of commodity prices, 
yet there have been several, though of considerably less strength, 
tending to operate in the opposite direction. One such influence 
beneficial to the United Kingdom and her Allies was the deviation 
thereto during the war of a large part of the foodstuffs and raw 
materials which in peace time would have been purchased and 
imported by Germany. ^ • 

If the war had not taken place, tliere is every reirson to believe 
that there would have been a fall in commodity prices since 1914. 
An influence of great importance, and likely to be of long duration, 
had commenced to operate to reduce commodity prices about a 
year before^ the commencement of the war. This in^uence was 
suspQiided OP largely nullified by the (iffeats of hostilities. The 
influence referred to is that tjwing to the enormous amounts of 
capital attiactecl during 1907-1913, in particular from the United 
Kingdom, to food and r^w material producing countries, Jtherc 
would necessarily follow^ undei conditions of peace, a considerable 
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increase, for many years to come, in the world’s production of 
foodstuffs and raw materials. Consequently, a fall in commodity 
prices appealed ’to be inevitable, sooner or later. Index numbers 
show that during the period 1875-1896 there was a great and 
almost continuous fall in commodity prices, Sauerbeck’s index 
number for 1896 being 61 as against 102 for 1874, or 102 the average 
for 1865-1874, the fall being mainly due to the rapid development 
during the seventies aWl eighties of the young food and raw material 
produc’Tig countries. From 1897 to 1913, with the exception of 
two breaks, there was a considerable rise in commodity prices, the 
index number for 1913 being 85 as against 61 for 1896. This natural 
rise in commodity prices once more attracted enormous sums of 
capital to the food and raw material producing countries. From 
the United Kingdom alone over £1,000,000,000 was attracted into 
foreign and felonikl investments during 1907-1913, a period of 
but seven years, one-half of which capital was devoted to productive 
railway construction. That this newly invested capital was not 
able to make itself fully felt in increased production during the 
war is obvious, on account of scarcity of labour in many countries. 
In the case of the British Colonies, a scarcity of labour was felt 
during the war owing to the large number of Colonials who patriot- 
ically volunteered to fight for the honour of the British Empire, 
many of whom paid the supreme sacrifice. 

Prices during the recent war would undoubtedly have been 
much greater than the unprecedented heights they did actually 
reach, except for the fixing of maximum prices by the Government 
for essential foodstuffs and other 'necessaries, and Government 
purchases abroad on a wholesale scale. 

CiiEc'ks TO Rising Prices. The main check to people competing 
by showing willingness to pay higher prices to satisfy their 
customary wanft and desires is obviously the amount of money 
they have irfimediately available or will have available in the near 
future. This m^itter is considered at length in the next chapter. 
Another check to rising prices, and a very effective one, comes into 
operation when prices ^ise^to such a degree that large numbers of 
the community prefer to abstain from satisfying all their customary 
wants and desires sooner than pay the demanded prices, and 
particularly so should there be evidence of profiteering or 
speculation.' This second check became very effective from the 
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Spring onwards of llnj year 1920. And a third check, and one that 
accelerates a fall, if ecom^nuc conditions warrant a fall, is that 
consumers restrict or defer their purchases when tljsre is a general 
feeling or evidence that prices will shortly be on the downward grade. 

Economic IJeasons for the Fall in Prices Since April, 1920. 
Sincc*the end of March, 1920, as already stated, and up to the end 
f)f May, 1921 (the time; of writing), Hk io has laki'ii place a very 
substantial fall in wholesale p*nces, the v^dex number of The 
Economist showing a fall of 41 per cent., and that of The Statist 
one of 38 per cent. Ddteront groups of commodities have shojvn 
falls of viirying degrt'c, the greatest having takefi place in the 
textile gr^up, the index number for which has fallen 66 per cent., 
according to The Economist. Generally speaking, the economic 
reasons for the fall in prices since April, 1920, may be said to be 
a* reversal or removal, in part, of the op#roUng causes for the rise 
rtiat took place between July, 1914, and March, 1920. Certain 
new and iinexp cted factors have also contributed to the fall. Both 
sets of influence, .re briefly discflssed below. 

1. Diversion of Labour from Non-productive to Productive Purposes. 
The demobilization of the greater part of the Axiny, and the release 
of workers from armament requirements, has enabled considerably 
increased numbers to be employed to produce commodities for home 
and foreign civilian consumption. 

2. Cessation of Loans to Allies and Dominions. The cessation 
of fuither British Government loans to her Allies and Dominions 
has enabled the home market to have a greater quantity of com- 
modities available for home* consumption, for such loans made 
during the war lifted large quantities of commodities off the home 
market for exportation to the Continent. 

3. Reduced Costs of Production. • It is not possible to say with 
certainty that costs of production have as yet, ’as a whole, been 
materially reduced. In certain trades they imckAibtedly have. 
Wages in some trades have remained stationary^since April, 1920, 
m (jtheis th(;y have been further increased, but m several trades 
redyctions*iji wage's have already taken plj^ici', in some c^es repre- 
senting part or the whole of fyrthei advances made since April, 1920. 
The cost of raw materials has, generally speaking, fallen considerably 
— particulaily in the teictile trades. Overhead and maihtenance 

charges, and simdiy charges ha^e, as a whole, neft shown any 

♦ • * 

17— (1723) 
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material change. Some of the charges have gone down, a fer»v have 
increased, such as local rates and railway, charges. 

4. Hours of Labour. No material change (except short time 
necessitated by over-stocked markets and lack of foreigi^ orders). 
Increase in unemployment. 

5. Multiplying Effect of Percentage Gross Profits. When cosrs of 
production fall, the consum(*r obtains a reduction m price greater 
than the reduction in fo'st costs, hor reason of this divergence see 

Economic Reasons for the Rise in Prices," paragraph 5. 

Q. Psychological hifluences. Prices reached such a height during 
the first tliree-^ months of 1920 that consumers commenced to 
restrict their purchases, and by their joint action coni]' ailed the 
beginning of a fall. In times of fa 11 ing* prices, consumeis defer 
their purchases as long as possible, in view of a further reduction 
in the near future. ’ Man-ifacturers, producers, and traders com- 
menced restricting their purchases of raw materials and finished 
goods because they found tliemselves over -stocked, and any further 
purchases in a falling market might involve them in serious losses 
unless they were able to sell forward before purchasing. 

7. Taxation. Since March, 1920, taxanon lias been slightly 
increased, so this factor would tend to retard a little the fall in 
prices. 

8. (quicker Delivery. .Since the end of 1919 there has been more 
prompt conveyance of goods, consequent on a greater amount of 
labour being available for transport purpijses, and increased rolling 
stock for conveyance of goods for civilian ccmsumption. 

9. Inc/eased Mercantile To7inage. oince Peace was signed witli 
Germany and the greater part of the Army aliroad brought back 
to this country and demobihzxid, there has been considerably 
increased mercantile tonnage available for transjxirt of cornuKjdities. 
Ships can now mo /e at their customary speed, and load anel unload 
at suitable ports convenient to themselves. A large aminmt of 
new tonnage has also been launched since the termination of 
the war. 

10. Reduction in PrtQjcs of Imports. There have taken place 
considerable reductions in the prices of foodstuffs, raw materials, 
and other articles imported from abroad. The reductions com- 
menced fn the United States about April,i 1920. Many imported 
raw materials, such as cotton and wool, have fallen in price 60-80 



COMMODITY PRICES 


259 


per cent.*since March, 4920. Certain foodstuffs, particularly wheat, 
did not show a material fall.in price in this country during 1920 on 
account of being under Government control. A rr^duction m the 
import prige of wheat, however, enabled the Government to remove 
its subsidy oni)read early in 1921. 

ThePfall in prices of raw matepals has been relatively much greater 
than that of finished goods, because manufacturers have deemed it 
advisable to reduce production as far as possib/e to current demand, 
and not to make goods for slock purposes. Obviously, with very 
high conversion costs, of whah there is every prospc'cl of a material 
reduction iit the near/fulure, a manufacturer making for stock 
runs a gra^e risk of eventually being undercut in price by lower 
quotations of a comjtqitfve manufacturer working on a lower 
conversion cost basis at a later date, qt the time ol revival of a 
gcileral demand ; in other words, manufa(?ti’rers naturally hesitate 
t(f “ marry ” deflated raw inaterral to non-deflated conversion costs. 
There has, const iiiently, ahv'ady taken place a more rapid decline 
in prices of raw 4 ' iterials than in finished goods, in fact, to* such 
an extent that certain qualities of wool by April, 1921, had fallen 
to pre-war prict'S. * 

11. Reduced Freights and Insurance Rates. Early in 1920, 
shipping lines began to make a reduction in freight rates, a move- 
ment which became very pronounced during the lattiT months of 
the year and early* months of 1921. Following the signing of 
Peace with Germany, there took place a considerable reduction 
in marine insurance rates. 

The enormous reduction that has taken place m freight* lates 
since the highest point was reached eaily m 1920 is clearly shown 
by the following two examples — - 

Kivek Plate to United Kingdom 

1920 (highest rate) . . . .210 shillings per ton 

M921 (highest rate) . . . . 30 ,, 

1913 (highest rale) . . . 30 ,, • ,, 

• 

Cardiff to St ViNciiNT • 

1920 (highest rate) . * . .50 shillings per ton 

M921 (highest rate) . . . . M ,, 

1913 (highest rate) .• • • t2 
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Obviously the very severe fall in freight i:atcs cannot be main- 
tained in face of present running costs of ships in oveiseas trade, 
which, in Aprif 1921, were estimated to be fiom 250 to 300 per 
cent, above the cost in 1913. The excessive fall in freight rates 
has, in the main, been due to increase m the wc rld's available 
tonnage since 1919 and in^uflicieiicv of caigo offering, owing to 
great depression in foreign trade. In April, 1921, for lack of 
cargo at remuneratiV-e rates, over one-half of the overseas and 
coast 'vis(' tonnage of the United Kingdom was laid up in idleness 
m the poits of the coimtiy. 

12. Exchait^e Rates, Since the termination of the war with 
Germany, the foreign exchanges, as a whole, have bennne more 
favourable to the United Kingdom, tliough in a few countries 
sterling has remained at a discount, in particular in New York. 
This important exehangig however, at the time of writing (AUiy, 
1921) is showing a steady improvement. The improvement in the 
exchanges as a whole to the United Kingdom has been due to a 
reduc+ion in the money value of Uie excess of imports over exports. 
Taking invisible exports into account, there has been since the end 
of 1919 an actual net balance m favour of'tlie United Kingdom. 

13, Cancellation of Orders, One of the mam causes that accel- 
erated the fall in prices since April, 1920, was the cancellation by 
foreign buyers of orders already placed with the United Kingdom 
for high-priced goods, in particular textiles. ^ Cancellations were 
also received from the Colonies. Many of the cancellations received 
related to goods already shipped but not taken up by the con- 
signees. Three causes contributed’ to this lapse of commercial 
morality. First, over-stocked markets abroad, a ciaidition aggra- 
vated by consumers restricting their purchases sooner than pay 
the prices demanded for goods, the inability of Germany to find 
means of payment for large quantities of high-pric(‘d impi^rts, and 
the chaotic 'tondition of* Russia. Second, increasing evidence of 
a coming permanent fall in prices, a condition which naturally 
makes retailers and all traders loath to stock or inc^-ease stocks of 
high-priced goods, Ix’cause competition of other draders., with 
lower-priced goods would involve tluim, sooner or later, in serious 
losses, when the necessity arose to cut prices to meid such com- 
petition. Third, financial pressure. Unless a firm be in an excep- 
tionally strong position in regaidl to its liquid resources, cancellations 
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received* by it on a large scale cause extreme financial embarrass- 
ment, 111 some cases involving forced realizations of stocks at 
prices much less than cost. # 

Cancellations within the home market have been largely the 
result of cantellations received from abroad. Merchants and 
traders have bogged manufacturers to cancel orders previously 
placed with them, in some easels offering part compensation, on 
account of cancellations received from abroad. Manufacturers 
in their turn have attempted to cancel orders they had previously 
placed for i;iw materials. And so the chain of cancellations 1ms 
tended to grow. Th«* net effect of the cancellatiolis has been a 
willingness? to accept lower prices all round ; in many cases prices 
less than frie former 1:ost* of production. Pressure by banks for 
part reduction of outstanding loans accelerated forced realizations. 

14. Reduced Margins of Profit. Over-^mked miffkets, whether 
, tje primary cause of such conditions be over-production, cancella- 
tion of^orders, .t any other factor, make retailers, merchants, 
manufacturers, a i l raw material pr^oducers willing to accept a 
very small maigin of profit to effect sales of their wares ; in some 
cases they are willing to sell on a no-profit basis. The consumer 
is largely the controller of prices, for a while, under such conditions. 
Since about April, 1920, the increasing willingness of traders to 
reduce m.irgms of piofit has had a very consideiablo influence in 
accelerating the fall in prices since that date. Many manufacturers, 
in times of depression, prefer to lun their nulls at a loss sooner than 
disperse their woikjx^ople, relying on profits in times of activity 
to nxoup them for such loss. 

15. Unemployment or Short-Time Working. Peiiods of rapidly 
falling pi ices are invarii^bly accompaiwed by a glowing volume 
of unemployiiK'nt, for, as already* explained uiidei the heading 
“Psychological Influences," the general public, lefaileis, merchant 
houses, and manufacturers all defer, as* long as possible, further 
purchases of finished goods or law materials, w>th the object of 
purchasing ^at •a later date at lesser prices and minimizing the risk 
of business losses. Widespread uncmploywient obviously reduces 
the purchasing power of th« working classes, and consequently 
accelerates the fall in prices. 



CHAPTCR XI 

COMMODllV PRICES — VONRTARY INFLUENCES 

The use of the term “ monetaiy influences ” in this chapter will 
bf confined to (he amount of purchasing power available at any 
time and its Velocity of circulation. The term “ goods,'’ repeatedly 
made use of, is intended to include not only commoditaes but all 
services, securities, property, and anythiwg else for which, in 
exchange, purchasing jxiwer is transferred to the seller. 

At the conunenC'ememt of the last chapter it was jxunted f*ut 
that in any analysis of the factors that cause variation m prices 6f 
commodities at any time, two sets of variabh* influences have 
necessarily to be considered : the first, Economic, the second, 
Monetary ; in other words, the available supplies of goods for sale 
and the available purchasing power of the* community. These two 
sets of forces are ever in conflict, and their relative strength finally 
determines the course of prices. Economic influences operate 
through variation in available supplies of goods ; monetary influ- 
ences operate through variation m ability *and willingness to 
purchase. \Vlien the two sets of forces are temporarily in equi- 
librium, supply IS then said to meet demand. The economic influ- 
ences that contributed to the grc'at* meieasc of i ommochly prices 
during August, 1914-March, 1920, and the partial fall since the 
latter Tlate, having been^ considered at length in the previous 
chapter, monetary influences*^ will be mainly considered in the 
present chapter^ An attempt will also be made to determine to 
what degree •'monetary influences contributed to the great rise in 
prices during tl\e above-named period. 

Some readers may consider the eccjnomic influences enumerated 
in the last chapter suflicient in themselves to account for ^price 
variations since the commencement ^ of the recent war. A little 
reflection should show, however, that the ultimate degree to which 
prices may rise as the result of dianged economic conditions must 
obyiously be mainly dependent on the amount of additional 
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purchcfsmg power a,vailable. Without considerably increased pur- 
chasing power having begn manufactured by the banks and the 
Government during the war, it is obvious that aj large percentage 
of consupiers would have had materially to reduce their purchases 
of commoditks or hire of labour, for want of immediate means of 
payfnent, and this applies^ equally to raw material producers, 
manufacturers, merchants, retailers, and the final consumers. 
Assuming the amount of purchasing power to have remained 
stationary during the recent war, there must have inevitably taken 
place a gradually diminishing consumption of commodities^ as 
economic •influences/tended continuously to ineftiase prices. A 
point w«uld eventually have been reached when supply met 
demand, and a chec4c ailmimstered to any further rise in prices. 
Economic conditions alone could probably not have caused the 
average level of general prices to haw rjsdii during the period 
•August, 1914-March, 1920, more than 75 per cent, over the pre-war 
l(;vel, ^or reas(> 's slated later. If purchasing powci be continuously 
manufactured 1/ die banks anerthe Government at a rate mpterially 
greater than any increase in available supplies of commodities, 
there is practically no limit to the height prices may be forced, to 
be accompanied or followed, sooner or later, by all the evils 
resulting from a policy of inflation. 

Diverse Opinions. Not only during the icccnt war, tut as 
far back as cconolnics first came to be studied as a science, there 
have always been three schools of thought as to the influences that 
may cause variation in the general level of prices at any time. 
One school maintams that* prices arc controlled by oconomic 
conditions ; another that prices are correlative to monetary con- 
ditions ; and the third ^that prices arq governed by economic and 
monetary conditions combined. As will be shown later, only the 
third school of opinion can be supported after fin examination of 
the various influences that ultimately d(!termine the level of general 
prices. The conflict of opinion between the, first two schools 
really narrows down to a determination of “ cause " ind “ effect.’* 
Admittedly, it is not so easy for the mind^t first to grasp the very 
close relationship beteeen monetary conditions and the average 
level of prices. It will therefore be advisabli', before discussing the 
effect of monetary influences ou prices during the war, in* order to 
simplify the disgussioy, to consiifer briefly : (1) Wh^it constitutes 
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the available purchasing power of the community ; (2) the elj[uation 
of exchange ; (3) the quantity theory, of money ; and (4) the 
influence of varijjtion in gold supplies on prices in pre-war times. 

Different Forms of Purchasinc; Power. The available pur- 
chasing power a modern community has at its immediate command 
is the quantity of money in the , pockets, homes, and other 
receptacles of or belonging to the public, plus the amount of 
obligations of banks to pay legal tender on demand, plus commercial 
credit 

Money may be defined as that commodity or article (which may 
be slips of pap^r or other material impressed or markdd thereon 
with a certain amount or number of units of purchasiitg power) 
which is universally accepted within a 'community in exchange 
for goods offered for sale or in discharge of debts. The general 
acceptance of the article offered as money may bo due cither to 
its legal tender character or to custom. Bank notes arc includecf 
in this definition subject to their being legal tender or accepied by 
general fx:onsont throughotit the community. 

Bank credit balances, payable on demand in legal tender to the 
order of customers, and bank promises to cfistomers to allow them 
to overdraw their accounts up to an agreed upon limit, are not 
included in the above definition of money. Such forms of pur- 
chasing power are, however, but one stage removed from money. 
In all cases where an order to a bank to pay legal‘tend(T on demand 
(a cheque) is willingly accepted m exchange for goods, or in discharge 
of debts, such order obviously exercises the function of money. 
In actual practice, the payee named oh the clu'que does not usually 
demand legal tender cjn presentation of the cheque, but simply 
requests collection and credi/ to his own bank account of the right 
conveyed by the cheque to demahd legal tender for its face amount 
at any time on dchnand. Whilst it may be truly said that money 
is mainly useef in payment of wages and for settlement of retail 
transactions, the clearing house figures of banks prove indisputably 
that the part* transfer of bank credit balances, or of bank promises 
of credit, authorized byrcustomers' cheques, is almost •wholly 4he 
medium of settlement for all other ♦exchanges or transactions 
transferring value. It may therefore be said that, generally speak- 
ing, the money of the mercantile r.ommurtity consists of demand 
orders oi\ badks authorizing the ^^ayment of^ or transfer of claims 
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to, legal fender. In bgme cases the orders drawn on banks are to 
pay legal tender at some determinable future date. 

A third kind of purchasing power comes into operation when a 
retail shop, trader, manufacturer, or producer permits a customer 
to purchase gcaods without immediate payment. This is com- 
mercial credit, the aggregate ajnount of which varies considerably 
at different times. Sometimes, a bill of exchange, bearing a 
determinable future date of maturity, will be drawn by the seller 
of the goods on the purchaser, by whom the obligation will be 
accepted. An important point, however, to notice about purchasing 
power exercified through? a person’s commercial credit ft that, sooner 
or later, suMi credit must be liquidated by the transfer to the seller 
of the goods, or to liis«order, of money or of acceptable rights to 
dehvciy of legal tender from a bank on demand. 

'l*liere is still another form of purchasing p(5wcr«lhat may be 
^cx^'ixised, which may best be described as a set-oif of mutual 
indebtedness. L A supplies B with, say, £1,000 value of goods 
on credit, and B, ^ few days later* supplies A with £1,000 value of 
another class of goods, both A and B may obviously cancel their 
mutual indebtedness by book entries, and no money need pass 
between the parties to liquidate the two transactions. And yet 
the transactions cannot be desciibed as barter. 

There aic other minor forms of possible purchasing power 
available, such as pbstal orders, but their aggregate amount and 
effect on prices is relatively very small compared to that of those 
above described. 

By the term " velocity of cifculation,” as applied to money or 
available purchasing power, is meant the number of times the 
average amount of monc^ or cT purchasing power in circiTlation 
within a community during a choserf period is turned over during 
such peiiod ; in other words, the average rate of Purnover. It is 
preferable to confine the use of the term entirely to suPh money or 
purchasing power as has effected at least one exchange for goods 
during the cjiosen period. 

Tnft Equation of I£xchange. After Jthe,foregoing remarks on 
the nature of money, the avail^ible forms of purchasing power, and 
the meaning of the expression “ velocity of circulation,” the equation 
of exchange may bo considered. .This equation may be defined 
as a statement, in mayiematical iorm, of the totaP exchange 
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transactions effected in a certain period ip a given community. 
It is shown below in algebraical characters — 

“ M V = EpQ or PT 

where M — average amount of purchasing po\^^r in possession 
of a community, every unit of which has effected 
at hast one exchange for goods, during a given 
period, say, a year. 

V = velocity of circulation of such purchasing power 
(number of times' M is turned ovlf during the 
year). 

EpQ = the summation of a serks o^ terms of the form pQ, 
where p -- price and Q = quantity. (The sum 
\ total, ifi money, of all individual purchases duf mg 
the year.) ♦ 

P = an accurately constructed and weighted index num- 
ber, reprejjenting average prices paid for goods 
during the year. 

T total quantity of goods exchanged for purchasing 
power during the year. 

As MV must obviously be equal to the total expenditure, it is 
evident that the Equation of Exchange is itothing more than a 
statement, in algebraical form, to the effect that the total expendi- 
ture of a nation during any peiiod equals the sum total of all indi- 
viduaj purchases, of whatever nafture, during the same period, 
which is an obvious truth. The mam utility, however, in expressing 
the tiflal expenditure of a community in the form shown by the 
Equation of Exchange is that it brings out clearly to the eye the 
direct relationsiiip between the average level of prices and the 
total amount of available purchasing power. If V and T remain 
constant, it is o]3vious that P must show proportional variation to 
variation in M. If V varies but M remains constant, it is also 
evident that P or P ipust vary, or both magnitudes#^ ' V generally 
increases when there is an outburst, of extravagance, as there was 
during the recent war. 

Sonle exponents bf the Equation of Exchange do not insist that 
everj^ unit bf M shall have entdred into at least one exchange during 
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the cho!»en period. ^ ^me include in the equation the total volume 
of bank deposits subject to, be drawn upon by cheque payable on 
demand. Obviously, if there be included dormanj available pur- 
chasing pywer, to make the two sides of the Equation of Exchange 
balance, V w^ll dilfer from V when the equation includes only 
purcffasing power that has effected or entered into at least one 
exchange during the same period, and assuming P and T to remain 
constant. If the total amount of bank deposits subject to be drawn 
upon by cheque be included in the equation, it is advisable to include 
also the amount of bank deposits not subject to be drawn uppn 
by cheque, •and whethor at call or at shoit notice. will obviously 
vary accowhng to the meaning given to M, and will also be somewhat 
affected by other influtncc^. 

The Equation of Exchange can also be expiessed in a third form 
w/iere M simply represents aveiage amount of*legai*tender money 
ih circiil.ition and in possession of banks. This form of equation 
IS true in a geius d sense, but bristles with difficulties of explanation 
and qualification It is known that banks try to maintain a 
fairly constant percentage cash reserve to their total deposit 
liabilities, tliat 90 per rctit. or so of such liabilities are the result of 
various forms of previous advances by the banks, that advances 
by banks vary with tlie amount of then cash reserves, the volume 
of trade and prices, and that the amount of money in active circu- 
lation varies with the average level of retail prices and the standard 
of Imng. Tlie amount of mont'y in circulation therefore indirectly 
roughly rellects the amount held by banks in the form of till money 
and reserves. I'hc proportion between the two, however, js ever 
subject to variation by the extent to which settlement for retail 
transactions is effected by cheques, i^nd any alteration^in the 
customaiy percentage basis for cash reserves of banks. 

The so-called quantity theory of money, that ♦j^irices vary pro- 
portionately to the amount of available* purchasing •power, if the 

' T’n)*’ess()r Ti Fisher, who, in his book The Vurchashui Po^ver of Monty, 
deals very li^lly'^with the Equation of Exchange, expresses it in the form 
• • MV \- -- 2:pQ ox PI 

where M repn sents the average amount of money m circulation and M ^ 
the average ainyunt of bank dej^osits subject to cheque It is preferable, 
however, to give the EqiMtion in the form already shown above, where M 
represents tlie average amount of purchasing po\^er in possession of a 
community, every unit of which has enc^ted at least one cxch^ge for^oods, 
during a given period. 
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velocity of circulation and the volume of trade remain Constant, 
has been bitterly attacked in the past by certain writers. As 
already shown, »the truth of this theory is proved beyond any doubt 
by the Equation of Exchange. Wiat the theory does* not state, 
and which the opponents of it find convenient to^forget, is that 
prices vary proportionately to the afnount of available purctiasing 
power regardless of change in ei^onomic conditions, in the habits 
of the people, in population, or in other conditions. No supporter 
of the quantity theory affirms that if the amount of available 
pvrchasing power between two dates has been doubled^ the average 
price level nffist necessarily have doubled also. An increasing 
amount of available purchasing power, from whateVer source 
derived, usually comes into circulation ‘sloNtly, and in the course 
of becoming part of the active circulation gives rise to alteration 
in the total volume of tmde and other economic disturbances. It 
stimulates demand until finally absorbed by a higher level pf 
prices, and will also cause, m any ca^e for a period, an alteration 
in th« usual distribution of purchasing power previous to the 
increase. When the time arrives when further increase in available 
purchasing power is stopped, the volume of trade will (end to 
resume its normal level, subject to no alteration in other conditions. 
The velocity of circulation at such tune will also tend to become 
normal again, Ix^caiise this rate is largcdy determiiK'd by the fixed 
habits of the people. During the period of increasing purchasing 
power, the velocity of circulation \\ould slightly increase, on 
account of trade activity. It can thendorc be asserted that average 
price levels in two normal periods (neither of which is a transition 
period) will roughly be proportionate to the average auKJunt of 
purchasing power in cnculation during sprh periods, assuming no 
material change to take place' in the total population. Tluue is 
very little hkchlfood, in practice, of the average price level varying 
in exact projiortion to thh amount of available purchasing power, 
for during the pedod of increasing purchasing power, and consequent 
trade activity, additional productive plant will havc^bijen erected. 
This and other factors ^re, bound to k'avc some permanent altera- 
tion, however slight, in the economic conditions of the country, 
particularly in the output capacity. The greater Ihe output the 
less will generally be the averagoi price liVel of commodities, until 
the, grojvth bf population absorbs the incr^'ased production. 
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Effeot of V ARiATipN IN GoLD RESERVES. In pre-war times, the 
effect of a large inflow of ggld into the United Kingdom during a 
period of depression or of normal trade was generally to cause an 
increase iy trade activity, accompanied by a period of rising 
prices, unless •the inflow of gold was the consequence of the 
impo^tion of a high Bank J^ate necessitated by too great a 
depletion of bank gold rcscives within the country. An alter- 
ation in the Bank Rate in pre-war times had usually a material 
effect on the foreign exchanges, particularly if no corresponding 
alteration was made m tlu' chud foreign Bank Rates, By t^e 
opaatiun iff the Banl^'Rale, gold could be drawn ffom abroad or 
be dispellAl abroad at the will of the Bank of England. Bank 
Rates, indirectly, weR" the instruments lending lo level prices 
throughout the weald, after making aljowance for differences due 
to “tariffs. Higher prices in the Unite4 Kin*gdorpi than abroad 
tended to cause an outward di'ain of gold ; lower puces in the 
United Kingdoi . than abroad tended to cause an inflow of gold. 
Bank Rates opei led eventually as effective checks on countries 
overtrading for any length of time. 

When the Bank of England obtained more gold than it required 
to support its customary percentage cash reserve, it lowered its 
rate for discount. This reduction was immediately reflected in a 
reduction by the joint stock banks in loan rates to tlieir customers, 
and was usually aRo accompanied by a greater willingness of the 
banks to increase the aggregate of their loans. Manufacturers and 
traders, being able to obtain credit at a lesser rate of interest, they 
proceeded to compete more seVaely for raw materials and finished 
goods, witli the object of doing a greater trade and increasing their 
business profits. Wholesale prices tended to rise as a consequence, 
to be followed later by a rise in retaif prices. The inci eased demand 
for labour naturally also caused wages to rise, l!ut usually more 
slowly than the rise in wholesale priced. Finally, 1;he increased 
gold reserves of the Bank of England (beyond any gold sent abroad) 
were absorbed by an increased amount being drawn into internal 
circulation m consequence of high vvagi^ and increased retail 
prices, and by the; joint stock banks increasing their own reserves 
of gold to support tlie increased amount of their deposit liabilities, 
mainly the result of the fixpansign in bank credit. A trade boom 
once started, however, j^lways oversteps the mark warrfintejJ ^)y*the 
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increased amount of gold within the country. Sooner or later 
there arises an excessive strain on credit, the Bank of England and 
the other banka- find their metallic reserves falling below what they 
customarily consider a safe percentage of their deposit (liabilities, 
and a rise in Bank Rate and in the rate of intcrej^t charged by 
other banks for loans becomes inevitable. The effect of the rise 
is to check further commercial cjevelopment on account of high 
interest charges for loans of bank credit. A period of depression 
then usually follows on account of over-stocked markets in 
proportion to available purchasing power. 

Should a trJiJe boom commence m the United Kiiigdom as a 
consequence of receipt of large foreign orders, the first 'effects are 
higher wages and increased home demand a n suU of the higher 
wages and of the mcreasevl demand for materials. A boom in 
one trade always inVariafely causes activity m several other trades. 
A strain is, however, soon felt on the Bank of England gold reserve* 
on account of an additional amount of gold being required for 
intemrJ circulation and through the joint stock banks endeavi Ailing 
to maintain their customary percentage cash reserves. If the 
Bank of England obtains no additional' gold from abroad, the 
Bank Rate has to be raised, and ultimately an effective check is 
given to the boom, to be followed by a period of depression. 
Though it may be said that an economic factor (foreign orders) 
started the boom, it is to be observed that the* available quantity 
of reserve gold in the United Kingdom, and consequently of bank 
credit, finally determined the extent of the resultant trade activity. 

From what has already been said,* it is evident that two sets of 
influences ultimately determine the general level of prices— the 
first economic, the second raonetai y — the (Jegree of influence exerted 
by the former being largely controlled by the intensity of the latter. 
Economic influeifces cannot, in themselves, cause a prolonged and 
material increase in priced, as was experienced during the recent 
war, unless accompanied by an increasing amount of available 
purchasing power, but an increased amount of available purchasing 
power can cause a higker ^average level of prices and also effect 
certain permanent alterations in economic conditions. 

Willingness to Purchase, an Important Factor. Though it 
has been laid down that economic and monetary influences combined 
detQrmi;;ie l/ie course of prices, it has nob-s^j far been explained 
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why an iifcrease in the, amount of the available purchasing power 
of the public should, of itself, tend to raise commodity prices. 
The reason is as follows ; An increase in the propoition between 
available piyrchasing power and the supply of available goods and 
services operate* m raising prices through the almost universal 
desire tt) satisfy human wants, ^W'het her necessaries or not. Indi- 
viduals with increased purchasing power tend to increase their 
purchases until their wants, appetites, or desires are satisfied, and, 
in consequence, to force up prices through competition for available 
supplies. Manufacturers, producers, and traders with increaseci 
purchasing pflwer tend Jo compete more severely witl^one another 
(except m l^mes of falling prices caused by changing economic 
conditions) for labour, fnattrials, and finished commodities, with 
the object of increasing their business^ profits. A very simple 
illusflation of prices being forced up by an eicp.tnslon (d bank credit 
cait be given by imagining six wo(# merchants to attend the same 
wool sale,^three o. ^hc merchants operating with their own capital 
of, say, £50,000 eac';, and the other three with bank credit ruling 
to, say, £250,000 each. It is obvious that if the wool is wanted for 
consumption the latter Ihi^e will force up prices to a higher level 
than if they were restricted in purchasing power to £50,000 each. 
The spinner, the manufacturer, and the merchant next come along 
in their turns to their banks for increased accommodation with 
the plea that the increased price of wool, yarn, and cloth necessitates 
greater credit for them to carry on their business. Finally, the 
consumer asks for increased wages or salaries. It is easy to see 
that £100,000 of bank credit applied to the purchase of raw material 
may give rise to a further demand fin* bank credit of £50,000 or 
£100,000 before the finished article reachc;. the ultimate C()nsu*hier. 
This is one of the evils of inflation of available purchasing power. 

Not only a change in the aggregate amount of avaikfl^le purchasing 
power within a community, but also a clufnge in the distribution 
of purchasing power, tends to cause variation in tJic intensity of 
demand, and^ therefore to affect the general level of prices, on 
accouni of individual variation in willingness ai^l ability to purchase. 
Tlie recent war, and the gre^t additional amount of available 
> purchasing powef created during its continuance, and up to March, 
1920, has caused an enormftus chaoge in the customary or pre-war 
distribution of the purchasing powef of the commiimtV, p^il c\f 
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which change will be more or less permanent for a considerable 
number of years. People with fixed incomes or salaries have 
necessarily ha{i to reduce their consumption of goods and services 
since the rise in prices. 

From what has already been said it is obvious tljiat three factors 
really enter into the price of any article. First, the available 
supplies for sale ; second, the available purchasing power ; and 
third, the willingness of the public to exchange purchasing power 
for the article at a rate of exchange determined by the owner of 
tjie article and the costs of production. As was pointed out in 
the previous sdiapter, willingness to purchase or sptaiel is always a 
psychological influence of great weight in determiningtthe general 
level of prices. ^ , 


Monetary Inflation Since 1914 

V t, 

Monetary Inflation may be defined as “ an increase in Mie 
aggregate of the elements constituting the iinmediati' available’ 
purchasing power of a^ community not accompanied by a propor- 
tionate increase m the totaf supply of available goods and services 
continuously at the disposal of the 'community." The term 

monetary inflation " (for short, inflation) has obviously a some- 
what different meaning from that given to the magnitude M in 
the'Equation of Exchange already discussed. It has bi'en ri'pi'ati'dly 
used by the Piess and various writers and '-speakers since 1915, 
when refeiring to the effect on prices of the great expansion in 
bank credit and in the Currency Note issue since that ye^ar. The 
mean.mg given to M in the Equation of Exchange was the aviTage 
amount of available purchasing power in existence within a com- 
munity during a certain ^period, every unit of wEich had entered 
into at least one exchange for goods during the period. There 
being no availa<jle data from which to calculate M or V (the velocity 
of circulation), either before or since the war, the effect of monetary 
influences (m prices since 1914 will therefore be considered from 
the monetary inflation standpoint. To those rcacleis who do not 
‘clearly grasp the sigpificance of the Equation of Jil’xc hauge, the 
effect of monetary influences on prices, considered in a gi neral 
sense, will more clearly bring out the enormous influence exerted 
by the unprecedented amount^ of bank credit created since* 1914 
ap(f the i§sue of Currency Notes. 
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The immediately available purchasing power a community 
possesses under modern coivlitions of credit is, as previously stated, 
tlie aggregate of its credit balances at its bankers, a^relatively small 
amount o^gold, silver, copper, and notes (whether issued by banks 
or the State) ki the hands of the public, unused bank credit, and 
unused commercial credit. No approximate estimate can at any 
time be given (d the last two items. Unused bank credit refers to 
outstanding bank promises of advances to customers not included 
in the amount of commercial bank deposits (balances standing to 
credit of ('ustomers). In London, a customer of a bank nmy 
arrange foi*a loan of given amount to be crediteCfto his account 
immediat(_^y or arrange a loan limit and instruct the bank, from 
time to time, to plae^ si^icified amounts to his credit under the 
limit. Ill the provinces, banks do not, credit their customers with 
pr7)misc'd advances, but agree to allow cR^tvimers tb overdiaw up 
tj) ceitain specified limits. The London piactico tends to increase 
the amount of ’T'dit balances (deposits) immediately on grant of 
l(Ains, but the \ > ivincial practice ojily <vhen promised lo»ns arc 
actually chawn upon by customers. 

The expression “ iinusfd commercial credit " refeis to the further 
amouiil of credit tiaders are prepared to afford to one another, or 
shopket'peis to their customers. This amount neccssaiily yaries 
with the course of trade, prices, and atmosphere of confidence, 
and is not possible*of even rough estimation. 

Ignoring unused bank ciedit and unused comnu'rcial credit, the 
amount of available purchasing power m the hands of the public 
at 30th Juni', 1914, and at 31st December 1919, is •shown 
approximately by the table on the following page. 

The currency amount^ shown in tha table include gold, Silver, 
copper, and notes (whether issued %y banks or the Stat(^) in the 
hands of the public, exclusive of cuirency held by the banks. 
They are the amounts quoted (as estimales) by the (Chairman (the 
Right Hon. R. McKenna) of the London Joint City and Midland 
Bank at tjie# Annual Meeting of Shareholders of that bank op 
29lhk January, 1920. , • 

Any estimate of the actual* amount of cuirency in public circula- 
tion at any tune must necessarily be rough, because, tliough the 
Mint befoie the war wa2 able t® state the amount of gold .coins 
issued and the amount* withdrawn each year, there are no means 

18--(1723) 
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of ascertaining the amount of gold coins melted and usedt for the 
arts and manufactures, or taken and, left abioad by travellers 
or other peoplt^ leaving this country. The amount of Bank of 
England notes m public circulation (exclusive of siicli notes in 
bank reserves) was also unkmjwn, but could have b^rm ascertained 
if the banks had published the total amount of such notes imtheir 
possession 


AVAILABLE PURCTTASINCr POWER OF PUBLIC 
(In Million £’ b ) 




At 3()th June, At 31st Dec , 
1914 1919 

Increase for 
54 years 

Commercial Bavk Deposits' > 1.07H 2,399 

Savings Bank Deposits^ , 200 35S 

Currency . . . . ' 128 393 

1,328 or 121% 
95 or 37*% 
205 or 207 

Total . . j 1,459 3,147 

1,088 01 110% 


Bank of luigland deposits are not incliuh'd in the abovii table 
because, in the main, such deposits consist of balances of bankers 
and of other financial institutions, the amount of winch (annot 
be approximately estimated. Only a i datively small pait of 
the deposits of the Bank of England may be said to represent 
available funds of the trading community. 

The foregoing table shows that the available purchasing power 
of the public increased by, roughly, £1,688,000,000, or 116 per 
cent , during the period 1st July, 1914-31st December, 1919 ; 
Com;»iieTcial Bank deposits increasing, roughly, £1,328,000,000, or 
124 per cent. ; Savings Bank deposits, £9^3,000,000, or 37 per cent. ; 
and Currency (say) £265,000,000, or 207 pei ci nt. 

From the« particulars ^,hat have been given, it is obvious that 


^ Ap^gregate amount of credit balances, whether on deposit or current 
account B as not include sums deposiU'd with branches of foreign banks 
in Lonclon, or with Head Ofliccs of banks in London operating in the main, 
in foreign or Colonial c<;|,untncs, or with discount houses. ^Such aaioiints 
are not ascertainable. * 

Includes amount deposited m SuimK'mentary Departments of Trustee 

SaMug-, Ranks ^ . 

" At 31st Decembef, 1913, but the amount^ 30th June, 1914 would not 

^aso in Omimcrcial Bank Deposits 
ten years 1904-1913 was ;(;30,000,000. 
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the gr^t increase iia the total available purchasing power of the 
community during the six, years ending 31st Dece^nber, 1919, was 
nrainly due to increase in bank deposits. The abnornral increase 
in bank , deposits during this period was mainly due to bank 
subscript ions •to various forms of War Loans and to increased 
advances to customers, particularly from the date of the Armistice 
in the case of the latter. 

During the six years ending 31st December, 1919, banks increased 
their investments by £389,000,000 ; their discounts to the Govern- 
ment, to traders, and other people, by £208,000,000 ; and tkeir 
ordinary Advances b^ £501,000,000, part of whic^^ latter amount 
repfesentt'd advance:? to enable customers to subscribe to War 
Loans. No part of Phe net increase in commercial bank deposits 
since 1914 has been due to an exces^ deposit over^ withdi'awal of 
legal tender by customers. On the contmiy, tliere^ias taken place 
^ince that year an excess withdrawal of legal tender, consequent 
on theorise in wages and prices. 

In other chap' ^ rs of this book it i^ pointed out that whe*! banks 
subscribe to War Loans they, in net effect, contract with the 
Government (in return tor interest bearing s('curities) to credit the 
amount of their subscriptions to customers, to whom payments arc 
due from the Government for goods and services supplied for the 
destructive purposes of war or for other purposes. The expansion 
of credit, tlu’ougli bank subscriptions to War Loans and other 
foims of Government boirowings, enabled the Government to lift 
large stocks of commodities from the inaiket After the Armistice, 
traders obtained considerably increased grants of credit fi*om the 
banks on the plea that the higher prices of materials and finished 
goods necessitated larger amounts of# credit to enable ttfem to 
conduct their businesses. Wlieii traders obtain giants of credit 
from the banks, they, like the Government, art? in a position to 
lift materials and finished goods off the* market. If is important 
to note that an expansion in bank crc(ht is not in itself an economic 
evil, for t^nk credit is absolutely essential to modern production. 
It ife only tvhen increased credit is nyt cccompanied or followed 
m the near future by increased production (in quantity) that 
economic evils arise. 

When customers of binks obtain credit from banks in oi^cr to 
subscribe to War Loacs, no great inflation of comniodity pices 
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will be caused by this action, piovidcd such .customers repay the 
borrowed credit at an early date by a ti,ansfer of ciedit from some 
other source. 'This transfer necessarily entails (aic or more other 
accounts with a credit balance being debited with the aipount. 

Subscriptions by members of the public to WarrLoans out of 
their own ciedit balances at the biviiks do not cause monetary 
inflation, because, taking the banks as one unit, after Government 
disbursements of such subscriptions, in net effect, debits and 
credits are created which cancel one another ; and therefore the 
aggregate of banking dc'posits (customers’ credit balances) remains 
stationary, or ttimmishes if some of the ie,tiirn cicdils pass to 
accounts with debit balances. • ‘ 

The great expansion in bank credit during and since the war 
was facilitated by the great increase in bankers’ balances at the 
Bank of England, (fiie to* various operations between the Govern- 
ment, the Bank of England, and the Joint Stock Banks, and th(f 
issue of Treasury Curiency Notes, a full explanation of v^hich is 
contained in the chaptel devoted to the banking position during 
the war. 

As has been previously pointed out, an iiTcrivise in the proportion 
between the immediate available purchasing power and the supply 
of goods and services at the disposal of a community operates in 
raising prices through the almost universal desire to satisfy human 
wants, whether necessaries or not, or to increase business profits. 
Individuals with increased purchasing power tend to increase 
their purchases until their more urgent wants, apjictites, or desires 
are satisfied, and, in consequence,* to force up pi ices through 
competition for available supplies. Manufacturers, producers, and 
tradei^ with increased putchasing power, tend to compete more 
severely with one another fo*f labour, materials, and finished 
commodities with the object of increasing their business profits. 
It is a self-e\^ident truth that the degree to which any person or 
institution may compete for any article must ultimately be 
governed by the purchasing power resources of that, person or 
institution. « , ‘ • 

It cannot be asserted, as already, indicated, that commodity 
prices will ncccssaril^y rise proportionately to any increase in the 
ratio between the purchasing power and supply of goods at the 
d\s]posaX ol a community, li the available supply of goods be 
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supposed not to var^y from week to week, there is every reason 
to believe that, over suc(;essive equal periods of^ time, increases 
m purchasing power would not be accompanied by proportionate 
rises in tl]c index number of commodity prices. Probably, a curve 
plotted with purchasing power as abscissae and the index number 
of cd^nmodity prices as ordin^ites would show an increasing falling 
tendency as pui chasing power rose, for the wants and desires of 
some people would become more and more satisfied with every 
rise m their purchasing power. Taking a community as a whole, 
whatcvei be the average tendency in the exercise of purchasing 
power at •tiny givei\' moment, the average woirfd undoubtedly 
chaiige uAder vaiying conditions and varying aggregates of pur- 
chasiiig'ioower, and pfirtioularly m war time. The recent war has 
caused an enormous change in the distribution of the purchasing 
pdVer of the community, pait of whicl# change Will be more or 
R^ss permanent for a long p('iTod of years. In most banks there 
took place duru y the war a gradual and large transfer of credit 
from deposit to • urreiit accounts, obviotisly due to Govi^nment 
war disbursements mainly finding their way to the credit of 
manufacturing and tradfng accounts— a tiaiisference which was to 
be expected. 

Wliatever be the amounts of purchasing power exercised^ over 
a given shoit period of time by the three main classes of a com- 
munity— tlu* propeltied classes (the rich), the middle classes, and 
the working classes— it would appear certain that over a period 
of years the amounts must necessarily change their proportion to 
one another, for the continuous stiuggle between cajutal anddabour 
is bound to cause a varying distribution of pin chasing power 
between the three name(\ broad divisioi^s of the community^ 

Two vei y simple illustrations may be given to prove how very 
difficult it must always be to estimate the eflT'ct of increased 
purchasing power on commodity priced. If sevenfl individuals 
be iniagmed to be each possessed of, say, £500 pui chasing power 
in the form^of.a deposit at some bank, and each to earn or be given, 
say, ^200, experience of human nature proves that the proportion 
of the £200 ('ach person will .spend in a given period of time will 
vaiy, even if pi iccs remained stationary ; and that with each succes- 
sive £200 the amount spent will vary even with the same individual. 
The second illustration is that it is known from expencncerthat if 
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certain individuals or sections of a community exercise increased 
purchasing powder and force up prices by competition, other 
individuals or ^/cctions of the same community, not possessing 
increased purchasing power, will voluntarily, or must of necessity, 
exercise less and less purchasing power — measured^ in quantities 
of goods — as prices increase. ^ • 

Sealing all the foregoing considerations in mind, it may, however, 
be laid down as a general principle that any large amount of 
addi'ional bank credit set in circulation will eventually and 
gr^ually spread itself by successive transfers over large sections 
of the community, and will ultimately be absoibcd by ‘the rise in 
prices due to the increased demands it at. first created. \^en 
the additional credit is eventually widely^ diffused, the higher 
level of puces will tend to icmain — unless and until followed by 
increased procWctio'n or *diminished consumption. Should lomis 
gradually be reduced by the banks, whether outstanding on Govern* 
ment or civilian account, a fall in prices must eventually take 
place, subject to economic conditions showing little compensating 
variation. 

Monetary inflation is obviously not always the cause of an 
increase in commodity prices. An increase in the proportion 
between the available purchasing power and the goods at the 
disposal of a community may be due to stationarincss or a decrease 
in the former, but a greater proportionate dec! ease m the supply 
of the latter. In this case, reduction in supplies of available goods 
would be the cause of increase in prices, and not monetary inflation. 
During the war both factors were ift operation, varying in degree 
of influence at different times. Another factor tending to make 
for hi^cr prices during thq war was the transference of purchasing 
power (in the form of War Loads), from persons who had no present 
intention of cxelcising it, to the Government, who required the 
immediate command of purchasing power. Such a transference 
would tend to express itself in an increase in the average velocity 
of circulation of available purchasing power. It i^ well known 
tfiat at the outbreak (jf war the banks held a large amount, of a 
more or less fixed class of depiisits, which the owners thereof 
permitted to lemain for years at a reasonable rate df interest, only 
occasionally making additions tljereto cA’ withdrawals therefrom. 
During, the* war the effect of’the variouj War Loans was very 



COMMODITY PRICES 


279 


soverfl}4 to deplete this class of deposits, which, by transference to 
the Government, became active instead of potei^ial purchasing 
power. , 

If the supply of immediate available go('ds and services at the 
disposal of a^community diminishes for any reason, prices rise 
becamse eeitam people are willing to pay higher prices sooner 
than go without the goods and services to which they have become 
accustomed. Those who cannot afford to pay the higher prices 
have, perforce, to reduce their consumption. 

Again, when a number of people purchase a greater quantity 
than hith(*h) of any .article, for no other ri'ason^than that they 
ha^ a gr(i^ter desire t*yr it, and not on account of being in possession 
of gre^^^er purchasing power, any leMilting rise in prices will 
obviously be due to the greater demand caused by change in 
dcteiie, and not to monetary inflation.* ^ * 

• It is not possible to state exactly to what degree monetary 
* mflation 'n the United Kingdom caused, chi cot ly or indirectly, 
commoflit} i lici's to rise during the peiiod July, 1914-Maich, 1920. 
Probably from 60 to 70 per cent, of the increase in prices diu'ing 
such period was due to#moiietary inflation, leaving from 30 to 40 
per cent, to be aeeountecl for by the many economic factors 
discussed at length in the pirevious chapter. From figiu'cs already 
given, the available purchasing power of the public was shoVn to 
have increased duiing the period 1st July, 1914-31st December, 
1919, by, loughly, 116 per cent. Dining the same period the 
index numbers of The Economist and llie Statist, representing 
wholesale commodity pi ices, increased 189 per cent, and 190 per 
cent, respectively, and the cost of living of working-class families, 
according to the Labour Gazette, increased 125 per cent Close 
agrcenK'Ut between theseVai ions peseentages was not to be expected, 
for fcnii mam laasons: (1) Pait of the use in ihe cost of living 
or in commodity prices has undoubtedly been dii® to economic 
factors. (2) Theie is no accurate available index number repre- 
senting changes in the cost of living of the community as a whole, 
basjd on a, consumption standard. (3) Pait of the rise in prices 
was undoubtc'dly due to increased velocTty of circulation of available 
purchasing pifwei. More or less dormant deposits in banks were 
invested by their owncrs«in War Loans, and sdeh purchasing power 

acquired an active circulation after Government disbur sequent s 

• • • 
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of proceeds of War Loans. Current account balances ip banks 
are turned over in tlie course of a year many more times than 
balances of aieounts customarily classified undei the heading 
" Deposits." its effect on prices, increased velocity of circula- 
tion of available pin chasing power is cqui\'alent to increase m the 
total amount thereof. This relationship is clearly proved b»y the 
Equation of Exchange. Geneial extiavagance, as was expeiienced 
during and foi some time after Ifhe war, was also another factor 
that increased the velocity of circulation of available purchasing 
power. (4) \Miatever agreement economic laws demand between 
various percentages m normal peiiods is nut to be e^fcpected in 
transition peiiods. Some of the elements 'or magnitudes have 
greater momentum or “ lag " tlian others dm mg periods oi transi- 
tion, owing to various reasons. Psychological influences have a 
greater effect on thetCourse of prices when credit is rapidly expanding 
than when the amount of available purchasing power is faiily 
constant. Such influences tend to cause a further use m puces 
for some months after ..further kiflation has practically •ceased. 
And when credit is being contracted the reverse is the tiiith. 

During the year 1920 there was a fin the; mcieasc in the amount 
of available purchasing powcT of between £170,000,000 and 
£180,000 000 (exact amount not ascertainable). Compaiing figures 
at Slot December, 1920, with figures at 30th June, 1914, the 
available purchasing power increased about 128 per cent.. The 
Economist index number 132 per cent.. The Statist index number 
155 per cent., and the co.st of living of the working classes, according 
to the Labour Gazette, 165 per cent. , These percentages, it will be 
observed, arc in closer agreement than those already given for 
31st ;^cembcr, 1919. This was to be expected, for it is known 
that the velocity of circulation, was less ht 31st December, 1920, 
than a year prevj.ously, partly on account of the trade depression 
which set in Spring the last six months of 1920 and partly because 
there was considerably less general extravagance, following growing 
unemployment. 

Jt would appear that the best index of any greaf 'change in 
prices of goods and services, over short periods of a few yi^ars, 
would be variation in the amount of tbe currency in active circula- 
tion (exclusive of currency in bank re.servcs), subject to an allowance 
being made h:)r any change in velocity of circulation, if both factors 
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could tx; accurately ascertained. The comparison should be made 
preferably over a short period of years, in order eliminate, as 
far as possible, any serious error being introduced thtpugh increasing 
use being made of cheques as the form of settlement and material 
variation in peculation. 

Th« following questions having been repeatedly raised in the 
Press, by various writeis and speakers since 1915, replies are given 
to each below, notwithstanding* that such questions have been 
answered in a general sense by what has already been written on 
the subject of prices in this and the previous chapter. ^ 

(1) Ilow^ar is the rise in prices since July, 1914^, due to (a) the 
exD^sion ,of the currency, and (6) expansion of credit ? 

In thc^arly stages otthe.war, economic factors, such as intensified 
demand for available supplies (the Government became a great 
consumer for war purposes) caused firic^es Uj* rise/ The higher 
pi'ices, the urgent necessity for the maximum production possible 
’under wrr conditions, and the scarcity of labour compelled 
employefs grant requests for lugher wi^es. The greater costs 
of production and higher prices of necessary imports at a later 
stage compelled cmployeis and traders to seek additional credit at 
the banks. Part of the increased costs of pioduction and of the 
cost of goods generally was due to considerably increased profit 
margins being demanded by producers, manufactm'ers, and tratos. 
The larger profits, fcndered possible by demand being in excess 
of supply, and rising prices, were an incentive to manufacture! s 
and traders to seek further bank loans. When the Exchequer 
receipts— the proceeds of taxatton and of War Loans — were ijisuffi- 
cient to meet war expenditure, the Government obtained grants 
of credit from the Joint Stock Banks (in the foim of subscn'j^ions 
by the banks to War Loans, Treasury bills, etc ) and Ways and 
Means Advances from the Bank of England. Th%' points to note 
arc that : («) If the Government had been unable to#obtain loans 
fiom the banks, it would have been compelled to obtain further 
loans from thp general public, and would have showiT a greater 
detei;ninatiou to resist demands for increases in wages. In thiS 
event, there would have been less civilian demand foi commodities. 
(b) If manufacturers and traders had not been able to obtain 
further loans from the hanks, thcie would have been a lesser 
demand for available sujyplies of materials and finished ^oods,*iand, 
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consequently, a lesser rise in prices. Furthermore, they would, 
perforce, have had to refuse further requests for higher wages, 
(c) If wages lipd been less, the civilian demand would have been 
reduced, and, consequently, there would have been a lesser rise 
in prices, {d) If the Government had not borrywed from the 
Bank of England, Joint Stock Bank balances at the G'ential 
Institution would have been less than they actually were and 
such banks, on account of dimihishmg percentage cash reserves, 
would have been less willing to accede to requests for further 
loans. 

The issue o( Currency Notes was a very minor direct cause of 
the rise m prices. The fiduciary part of +he issue pivovide/1 the 
Government with an equivalent amount of , purchasing p'ower, and 
increased Joint Stock Bank balances at the Bank of England. 
After the init'^al rise in prices due to economic causes the issiitj of 
such notes was essential in the absence of large imports of gold being 
devoted to currency requirements, or a considerably increased use 
being made of cheques for settleihent of retail transactions. If the 
issue of Currency Notes had been restricted, the Joint Stock Banks 
would have been compelled to restrict 'the expansion of credit. 
The greater part of the issue of Curiency Notes were drawn and 
retained in circulation by higher wages being paid and continuously 
rising prices, both of which were mainly dependent on an expansion 
in bank credit. Each successive increase in b»nk credit permitted 
higher wages to be paid, higher profits to be taken, and was, there- 
fore, a powerful influence in contributing to the prolonged rise in 
prices. If there had been no increase m bank credit since 1914, 
there must have necessarily been a reduction in civilian consumption 
of coflfimoditics. Prices would have tended to rise through economic 
influences, but a limit must have soon been reached when demand 
met supply at the higher price level. It may therefore be said 
that the mi^'or part of 4hc rise in prices since July, 1914, was 
indirectly due to the expansion in bank credit, that a fairly large 
part was ‘due to economic influences, but only, a very small 
fiart was directly due the issue of Currency Notes, .thougli, such 
issue was a necessary accompaninK'nt to th(‘ expansion in bank 
credit. “ 

(2) Is the expansion of credit the cuusc or the effect of the 
expansion bi the currency ? ‘ 
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From what has been already said, it is obvious that the expansion 
of credit was the main indirect cause of the expansion oj the currency. 

(3) Was it possible in this and other countries t,o prevent the 
expansion of credit and currency ? 

The major ^art of the expansion of credit and currency 
v/as iftadoubtcdly preventable^ or unnecessary if the various 
Governments of the belligerent nations had conscripted the 
factors of production for the petiod of the war on the same 
basis of remuneration as paid to the ri{:hting forces ; and 
also mtioduccd eompnlsoiy subscriptions to War Ilians when 
voluntaiy Subscriptions fell short of the reqi^ircd amount 
Sonii^parK possibly .about 33 per cent., of the expansion 
of credi^Was neccssai#y op account of the increase in prices of 
essential imports for civilian consumption, unless there had been 
a compensating reduced consumption* o^ commodities. It inay 
a^o be said that about 33 per cent of the actual increase in currency 
was neccs ary on account of rising prices due to unpreventable 
economic c i ises under war conditions ar«i the essential j^art of 
the increase in bank credit. The Governments of all the belligerent 
Powers neglected to observe the basic economic principle that war 
conditions demand reduced civilian consumption, in the absence 
of considerable expansion in production, preferring, instead, to 
choose the easier policy of unprecedented inflation, with ali* the 
cumulative attciulaftt evils to be reaped during many years after 
the conclusion of peace. The recent war was essentially a contest 
between the mateiial resources of the various Powers engaged 
m it, as has been abundantly pfoved by its aftermath. If available 
pill chasing power had not been greatly increased during the war, 
there must necessarily havetaken place reduced civilian consun^ion, 
which war conditions demanded on cconomu' grounds 

The table, on page 284, which appeared in a Jloard of Trade 
return (Cind. 734) issued in 1920, shows a coinparisoi^of expansion 
in currency with rise in prices in various coiintiies since 1913. 

The compayson is necessarily rough, and (herefore notlose agree- 
ment^ of pc'fccntages was to be expectej, on account of thh 
impossibility of ascertaining^ the exacf amounts of currency in 
the hands of Hic public and of measuring changes in velocity of 
circulation, and the wemt of yidcx numbers calculated on a 
consumption basis, Stjll, the sonfbwhat close agreement,^ id the 
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case of some of the named countries, between the percentage 
increase in rc^tail prices of food and in currency is interesting. 
The cost of foodstuffs is, in reality, the basic cost of all materials 
and finished goods, if world-wide prices be considered in normal 
times. , 

COMPARISON OF EXPANSION IN CURRENCY WITH 
RISE OF PRICES IN CERTAIN COUNTRIES 


Currency of Wliolcs.ilc Retail Prices* 
all kinds Prices | of Food 

1913 100 1913 - 100 y914 = 100 


United States (M.irdi, 1920 . 

United Kingdom (March, 1920) 
Switzerland (Di^^cember, 1919). 
Denmark (Janiwiiy, '1920) < . 
Japan (October, 1919) . 
Sweden (March, 1920) . 
Netherlands (February, 1920) . 
Norway (February, 1920) < . 

France* (February, 1920) 

Italy (December, 1919) 


Evils 


177 

•>253 0 

I 0 ^ . 

' ' 196 

250* 

321 -8 1 

235 

253 

— 

237 

255 

— 

251* 

274 

266 3 

— 

275 

354 0 

291 

290 


199 

305 

— 

* 294 

400 

522 4 

Pans 297 

565 

452 6 

252 


t 



Inflation 


The evils resulting from a policy of inflation pre many and 
cumulative. Some of the more important are enumerated below, 
from which it will be observed that scveial do not disclose 


thems(‘lves until further inflation is checked — 

1. Inflation being the indirect cause of a great rise in prices, 
producers, manufacturers, traders, and letailers during the rise 
reap^arge profits at the* exi^cnse of the consumer, for stocks, 
simply by the act of holding, arc continuously increasing in market 
money values. 

2. Social discontent and laboiu troubles aiise jiartly through 
knowledge that capital is receiving undue profits, and partly on 
account of the resultant rise in the cost of living. ' « 

• * 

* The fact that retail pnces'of food have nsen less than general wholesale 

prices IS in part attributable to the control of prices by Goverrjmeiits extending, 
in certain cases, to the maintenance of retail pnccs below cost of production 
by means of subsidies.* • 

* I^ the case of the United King^lo/n, the circulation at the end of March, 
19^, IS compared with the circulation at the outbreak of the war. 
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3. Demands are natjjrally then made by labour for increased 
wages, with intermittent strikes to enforce such demands. With 
each increase in wages, there takes place a further rise m the cost 
of living, to be followed by new demands for increases in wages, 
and the usual vgcious circle comes into operation. 

4 Lflbour becomes so imbugd with the money rate of wages, 
and not the real purchasing power of same, that discontent and 
strikes invariably ai ise later when*the inevitable reaction m prices 
occurs and the increased wages cannot be maintained on economic 
gi ounds. ^ 

5. The fix?d income c4dss arc compelled to suffered considerable 
ledufkon iif the purchasing power of their incomes , likewise those 
whose indues have luit lucreased proportionately to the rise in 
the cost of living. The net effect of^iflation to such classes is 
that^f^art of their incomes is taken from*th^m anil dis*fributed over 
thj producing and tiading classes and labour, particulaily the 
former. E 'cessive iiLtlation invariably causes widespread changes 
in the distrd iition of the national income.* ^ 

6 Artificial prospeiity is created, which at all times is bad foi the 
cuininunity. Extravaganct' among certain classc's becomes rampant. 

7. Governing authoiities have no option but to increase taxation 
and local rates, on account of the gi eater cost of maintaining public 
services and of inateiials. 

8. A very large pail; of the cost of the recent war to Great Britain 
was due to the policy of inflation adopted by the country. The 
enormous addition made to the National Debt during the war will 
prove an increasing burden td posterity as the home curvercy 
appreciates in terms of goods and services. 

9. The rise in production costs, follownig inflation, weaken^the 
competitive power of the cemntry in foreign tiade, unless inflation 
has taken place proportionately, or to a greater extent, in com- 
petitive countries. Great Britain being largely depeiMlent on her 
export trade for the absorption of a great pait of her labour, and 
for the means ^f payment foi essential imports of foocNtuffs and 
raw l^aterlah^ excessive inflation in her ci^^e is ever a nationaF 
danger. For this reason it m^y truly be said that Great Britain 
should have been the last country to embark on a policy of 
inflation during the recenP war. ,The state of’ production within 
the United Kingdom i;^ obviously* closely connected* with^t^e 
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volume of the export trade of the country, which in ks turn is 
largely depet dent on home costs of production relative to such 
costs in other competitive countries. 

10. The effect of inflation on the body politic is similar, in some 
respects, to the effect of diugs on an individual \vho has acquired 
the pernicious habit of taking diugs— • further and increasing doses 
are found to be necessary to maintain reasonable contentment, but 
successive increases only make the collapse, when it eventuates 
sooner or later, all the greater. Prices during 1915-1919 had 
gained such an upward momentum by continuous unprecedented 
monetaiy mfl'^tion, that, m a sense, at the end of 19/19 they had 
anticipated further doses of inflation. 

11. One of the worst evils of inflation is. that it is impossible to 
check or reverse the process without causing grave social evils 
and widespread ^unemployment. \Vlien eventually checked, a 
cumulative landslide in prices is inevitable, to be later followed 
by undulations dimimslimg in degree until a level is establishocf 
m ccgisonancc with current economic and financial conditions. 

12. Psychological influences dining a pc nod of rising markets 
force prices highei than is warranted by the existing quantity of 
available purchasing pow'er. Consequently, when inflation is 
checked, and notwithstanding theie is no immediate i eduction 
made in the then outstanding amount of available pui chasing 
power, a reaction in prices is soon inevitable. The fall, however 
small to begin with, is immediately followed by many cumulative 
evils, quickly increasing in strength, and all of which tend to make 
the initial fall deveh^p into an avalanche. Stocks are thrown on 
the markets, and the public, retailers, merchant houses, and manu- 
fao^orers cease making o/ reduce in quantity immediate purchases 
of finished goods or raw materials, as the case may be. Attempts 
are made to cancel existing contracts. Credit becomes strained, 
and a large part becomes .solidified m high-priced stocks and doubtful 
book debts. Commercial and financial difficulties become prevalent 
and, consequently, forced realizations. D cannot pay E because 
C cannot pay D. C/ cannot pay D because B cannot pay C. B 
cannot pay C because A cannot pay B. A cannot pay B because 
there is a reduced public demand for high-priced goods, and there- • 
fore there is a general retardation in thd usual rate of flow of credit. 

At "this sthge unemployment increases. . 
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The po6tj)oncment of purchases of commodities by the consumer, 
and the pait solidification of bank and comn^rcial credit, 
reflect themselves in a reduction of the avera^ velocity of 
circulation of the total available puichasing power of the 
community. ^ 

The*fact that a seveae fall ii^ puces has taken place since Apiil, 
1920, iHjt preceded or accompanied by any mateiial i eduction m 
the total available purchasing powder of the community, is clear 
proof of the impossibility of checking or reducing excessive inflation 
witlioiit causing great social and economic disoideis. If refereiige 
be made to*thc Equatjon of l^xchange (already di^iissed), it will 
be l^Ji^^Jms«that the fall m prices since the above-named date must 
have be^ accompaniorl by a material i eduction m the average 
velocity of circulation of available purchasing power, for, up to 
the time of writing, there has been no'gie^it reduction m the out- 
sfendnig amount of bank credit nor of currency. Thi^ volume of 
conimoditi s within the United Kingdom has, however, probably 
slightly iiici' ised since Apiil, 1920, but nc/ data is availably from 
whicli to make a conipai ison. 

13. During a peiiod ifi leaction, following excessive inflation, 
raw mateiials fall m pi ice propoitionately mon' tlian finished gvjods. 
Manufacturers natuially he^sitate to make for st(^ck when conversion 
costs are high and there is eve'ry probability of a material fall in 
such costs in the netir future. They have always to bear in mind 
future competition from other manufacturers pi educing at a later 
date at lower conversion costs. 

14. Wlu n a fall m puces coflnuences after a peiiod of excessive 
inflation, it has to run its full course. The fall is obviously 
accelerated by rcducc'd |)urchasing power of the woiking diksses 
consequent on woiking short time or gi owing unemployment. 
Prices after a peiiod of great inflation usually fn41 below a level 
warranted by current economic conditions and costs o4 production. 
Eventually, however, a stage is reached when public demand 
exceeds supj:)l 34 owing to i eduction in prices and scarcity df available 
comujodities* arising from diminished production. A reaction in 
prices to a higher level is at^this stage inevitable, resulting in a 
minor trade Ifoom. Thereafter, during the painful process of 
deflation there take place ifitermit^ent falls and lises, but the general 
tendency in the level is^down wards* until deflation is rflore^or*l<jss 



288 


BRITISH FINANCE, 1914-1921 


complote, in the absence of economic influences caiisii^g' scarcity 
conditions. 

15. Inflat ioin, it has been shown, is succeeded by periods of 
unemployment, which is an irretrievable waste of potential energy. 
Such waste retards a raising of the standard of livii^g. Unemploy- 
ment IS at all times a waste of pob'^ntial energy which ought, on 
economic grounds, to be absorbed in augmenting the factors of 
production. 

16. Duimg periods of widespread unemployment there is ever 
present a danger of grave social disorders, destiuction of propcity, 
and conditions^bordciing on revolution. ■ , 

17. Periods of falling prices, or the possibility of a'fah-^C-* die 
near fiituie, destroy confidence, which ds tCie basis of credit and 
industry. 

18. Excessme ihllatior during 1915-1919 m the United Kingdom 
and in other countiies was the root cause of the groat financifll 
and cornmeicial difficulties and bad trade throughout the world 
during the greater part of 1920 and 1921. A large proportion of 
retailers, mei chants, and manufacturers adopted a waiting poliev 
(in some cases unavoidable on account of financial difficulties) 
until high-priced stocks were absorbed by consumption before 
ordeiing or manufacturing any large quantity of new stocks. 
Tlic widespread disinclination shown by retailers and merchant 
houses to reduce prices of existing stocks to' a level justified by 
replacement cost considerably retarded the rate of consumption 
by the public. It has been a short-sighted policy, for whatever 
losses had to be temporarily faced by retailers in selling below 
cost their high-priced stocks, they would soon have compensated 
thertiSelves for such losses by a considerable greater turnover with 
new stocks purchased at lowef replacement costs. Before the war 
it was generall}^' considered to be bad business for a trader to find 
himself left tVith unrealized stocks to face a new season and a lower 
range of prices. 

Probably no better illustration of reaping the inflation harvest 
can be given than thc^following comment on the gen'eral eca-iomic 
position, extracted from the March,, 1921, number of the Monthly 
Bulletin of Statistics issued by the Supreme Economic Council — 

TVe mostj’-ccent statistics availaljlc'^afTord some indication of the seriousness 
of the mdustnal depression prevailing throughout*- the world. The production 
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of such important commodities as coal, pig iron, crude steel and sugar are 
considerably! below the quantities available m the year 1913- Shipbuilding is 
stagnant Imports and expr^fts, measured by value, ^/ow a declining 
tendency (Orders arc held bade m view of the present hjffh pi ices and in 
aiiticqiation of material reductions m the near fiituie llu' fall m freights 
and tile d(sjine m cargo offiTiiig h.ive caused slupowueis to lay up many 
vessels. In most countries the amount of paper money in circulation has 
underfj^ne but little reduction IJnemploymeiit is serious in extent and in 
magnitude, and appears to be incntising Wage reductions and the working 
of short-timo an' reducing the purchasing ])ower of the pi'ople in many 
countries • 

The rci])](l increase in unemployment since Sc>ptember, 1920, is 
cleaily shown hy the following tahh', tlu' figures of which have 
been e\tia(;^ed fiom t]ie Labour Gazette. Tlie peicentages, it is 
to no ted. Tcf(‘i to unemployed members of tiade iimons (mainly 
of sKllle?^W()lk('Is) — 

• • 

TRADE UNION UNI- MPLOYMl^NT PEI^c’eNXAGES 


•l- • 



1913 

1916 

1917 

1918 

. 1919 

1920 

1921. 

• 

End of— 

% 

% 


• o/^ 

‘ 0/ 

% . 

% 

Janmiry . 

22 

0 6 

0 3 

1 0 

2 1 

2 9 

69 

February .... 

20 

9 

0 5 

0 3 

0 9 

. 2 8 

1 6 

8-5 

March 

0 5 

0 3 

1 2 

' 2 9 

1 1 

10 0 

April 

P7 

0 5 

0 3 

0 9 

2 8 

09 

17 6’ 

May 

1 9 

0 5 

04 

09 

: 2d 

1 1 

22 2^ 

June 

19 

0 5 

0 4 

0 7 

1-7 

1 2 

23 U 

July . ... 

1 9 

0 4 

0 4 

0 6 

; 2 0 

14 

•, — . 

August . . • * • 

2 0 1 

0 4 

0 5 

1 0 5 

2 2 i 

1 

— 

Septi'inbcr . 

2 3 ! 

0 4 

1 3 

0 5 

1 6 ‘ 

2 2 

— 

October 

2-2 

1 0-3 

M 

0 4 

2-6 

53’ 

— 

Noycmlx'r .... 

2 0 

0 3 

1 1 

0 5 

2 9 

3 7 

— 

December . 

2 6 

1 0 3 

! • 

1 4 

1 2 

3 2 

6 0 


Ollier partuailars fniinshed by the Labour 

Gazett 

e sho\ 

S^that 

2,171,288, or 17 8 per 

cefit. 

of the J2,2d0,000 

workpeople insured 

nndei till' Unemployment Insuranc 

e Act 

well 

totally 

imeinployed 


on 24th June, 1921. In addition, on the same ^ate, 832,340 
males and females were registered as woikmg systematic short 
time to such an extent as to entitle them to benefit under the said 
Act or th('*Qut-of-Woik Donation Sclu'ine. The above figures, rt 
is to be obseivcd, up to March, 1921, represent the state of 
unemploynK'iitdiefore the recent coal stoppage, which commenced 
on 31st March, 1921, a mb terminated at the ertd of June. 

' Excluding cOtil miners^ 

19 -( 172 ; 1 ) 
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Another indication of the almost wo rid- wide trade depression, 
following exce^ssive inflation, is to be found in the condition of 
British shipping in April, 1921. In that month there was laid up 
in idleness over one-half of the overseas and coastwise tonnage of 
the United Kingdom, notwithstanding a reduction in freight rates 
of 70 to 80 per cent, since the carl}^ months of 1920. 

One of the most unfortunate results of the great increase in 
unemployment, following the se/ere fall in prices, is that it has 
confirmed a number of the rank and file of labour in their opinion, 
particulaily hold during the boom period, that the less the output 
of each individual member, the less the extent of unemployment, 
and higher wages for all. To urge a policy..of inereasccl ou^pnf, at 
a time when there is a great amount oi un/^mployment naturally 
appears to labour to cover some ulterior motive than benefit to 
themselves and the gene^ral consumer. The most opportune time 
to convince labour of the error of the ca’ canny principle, as being 
of ultimate benefit to themselves, would appear to be when the 
greater part of presen* stocks of high-priced goc ds have been 
absorbed by consumption, and unemployment is steadily diminish- 
ing, Unfortunately, capital is not altog^'ther free from blame in 
adopting a policy of restricted production, or withholding of law 
materials from the market dining a period of rapidly falling prices, 
when the adoption of such a policy will minimize losses or increase 
future profits. 

Maximum output, without unduly impaiiing health, and an 
equitable distribution of the products of industiy, is the ideal to 
be airned for by all classes, wheth:r their labour be physical or 
mental. 



CHAPTER Xn 

t 

COMMODITY PRICES — THiAr PROBABLE FUTURE COURSJ;: 

The previous two chapters were demoted to explaining the many and 
varied causes of the unprecedented rise m prices during August, 
1914~March, 1920, and the rapid, though partial, fall since Aprjl 
of last year hp to the twne of writing. For obvioii^ reasons, there 
is pA?* ^i 2 j?ly»no matter that is more seriously, at the present time, 
engaging tile minds of the juirchasing public and of traders, and the 
s^tention of the Government, than that of falling prices, and the 
uncettaiiity as to how far the fall will go inMheJfuture. The 
j)iAchasing public is naturally most interested in experiencing a 
rise in the ourchasing power of the pound, as measured in quantities 
of goods vll classes of producefs and traders arc more dhcctly 
concerned about the extent of a furtluT fall in prices on account 
of experiencing considerably lesser profits, in many cases having 
to face considerable losses through fall in values of stocks and bad 
debts, and in the welfare of their workpeople when mills have to 
be shut down for a long period or run on .short time, ilntil 
cquilibiMun is more* or less again established between demand 
and supply. 

The Government’s concern in a further and prolonged fall in 
prices is the serious problem ^f growing unemployment, giving 
rise possibly to grave social disturbances. Diminished receipts 
from Income Tax and other somccs of revenue is comparat’^ely 
a small matter. • 

The present chapter will therefore be devoted# to considering 
various reasons for thinking that the bottom of the fi^l in general 
prices has not yet been reached, and that it will continue yet for 
some considcrEjdc time. The extent of the ultimate fall in prices, 
and tlie period of time over which it will take place, must necessarily 
be a matter of individual opinion. The* writer of this^ considers 
that general prices will continue to fall, with intervening stationary 
periods or relatively small* rises, when demanT temporarily meets 
^ Mr.* A. H. Gibson. * 
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or exceeds supply, for a period of about five years. By the end of 
that time, h(5 thinks that the averaf'c level of wholesale prices 
will not be moec than 25 per cent, above the pre-war level of 1913. 

The reasons for thinking that the bottom of the fall in prices 
has not yet been reached and that the fall will continue for some 
considerable time, until an average level of prices is reached not 
materially higher than the prc-wai level, arc given below — 

(1) In a previous chapter it ‘has been shown that the fall in 
] 'rices, since April of last year, has been largely due to a reveisal 
or removal, in whole or m part, of the economic influences that 
contributed to the rise that took place bet^/een August, 1914, and 
April, 1920, accelerated by unexpected cancellations* ot^;'ers, 
following the revolt of the consumer against' high prices ^nd falling 
markets, and also reduced purchasing power of certain sections of 
the community consequent on a large volume of unemployhient. 
The checking of further infl.ation dm mg 1920, and the imposition 
of a high Bank Rate, had some mateiial influence in starting or 
accelerating the downfv'ard movement in prices. Since the war 
terminated, labour has returned from non-productive to pro- 
ductive industry. Further loans to Alhes and Dominions have 
practically ceased, (‘xcept for increase due to capitalization of 
interest on certain of the loans. There has been a considerable 
fall in the prices of raw materials, which must m time greatly 
reduce the costs of production of finished goods. Certain other 
costs have fallen, but others have risen. Turnover margins of 
gross profits have necessarily had to be reduced m falling markets. 
Psychological influences have operated strongly m the direction 
of a fall. The consumer has revolted at high prices, and has deferred 
purchases in view of falling markets. The manufacturer, merchant, 
and retailer have, in many trades, ceased increasing stocks. 
Generally speaking, they have endeavoured to reduce stocks in 
view of falling markets. Some mills have been closed for want of 
orders and others are running short time. Increased taxation 
cannot be so completely passed on to the consumer in the prices of 
commodities during a, period of falling prices as in- a per’^id of 
rising prices and keen demand for available stocks. There has 
been a considerable improvement in the despatch of goods, less 
congestion at docks and railways, and 'an increasing amount of 
mercantile tonnage available Marine insurance rates have, fallen, 
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and there }|as been agYeat reduction in freight rates. ; The prices of 
several important commodiines imported from abroad have fallen, 
and all indications point to a further considerable reduction in the 
near future, particularly m foodstuffs. The foreign exchange 
rates, as a whble, have become more favourable to the United 
Kingdom, though sterling stifl reiixains at a discount in a few 
countries, particularly in the Unjted States. Finally, there has 
taken place some resumption of the usual channels of international 
trade. It was obvious to all students of economic history that a 
fall in prices. would set in some time during the year 1920, paf- 
ticularly in view of th^* decision of the Government, towards the 
closif t7r^^l^9, to endeavour to stop further monetary inflation. 
During the next few J^eai^ there will be a further considerable 
liquidation of the influences that contiqbuted tq theorise m prices 
and artificial prosperity between August, *1914, and April, 1920, 
;ai¥i though their complete removal will probably never be effected, 
yet there^a. c certain compensatiiig factors to take into account. 
Wages will cutainly fall as a consequence of unemployment* The 
extent of the fall will be largely governed by the productivity of 
labour and costs of production in foreign countries. Labour leaders 
will later inevitably have to recognize the changed economic 
conditions. It is to be hoped that real wages will never be foi;ccd 
back to their pre-war level, particularly to the low rates ruling in 
certain industries, but there is every reason to bi'heve that economic 
forces and foreign competition, by 1925-1927, will have forced a 
reduction in present rates of wages to 50 per cent, above pre-war 
rates. This increase can easily be maintained with greater’ pro- 
duction. Fortunately, several labour leadiTS are increasingly 
recognizing the benefits ui increased pioduction to labour itself, 
and it is to be hoped that in the course of time they will be able 
to inculcate this great economic truth into the ranks of labour. 
Greater application of machinery and other aids to production can 
alone permit wage rates to remain at 50 per cent, aboye pre-war 
rates and th« eftst of living not to be more than 25 per cent, abovu 
the prti-war level, assuming no change in tfic standard regimen. 
A general recogjjLition by labotir of the great distinction between 
real wages and money wa^es, and the usual vicious circle when a 
rise in money wages is not accompanied by propoitionatj increased 
produetton, would hasten«the economic rehabilitation of the country 
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and eventually lead to a higher standard' of living ^nd greater 
general contentment. 

All economic history pioves that the cost of foodstuffs, for man 
and beast, regulates, directly or indirectly, the ultiimte cost of 
commodities in general consumption. It is the basfe cost of almost 
everything, unless a commodity rises m pi ice on account of unusual 
scarcity. A coiisidiTable fall m the prices of foodstuffs has already 
taken place in Ameiica and certain othei countries, and a partial 
sympathetic fall m the prices of foodstuffs within the United 
Kingdom. A further fall is to be expected in the ^near future. 
Excellent harvests are reported in several 'countries. 

(2) If the war had not taken place, there is every^ to 

believe that there would have been d fatl in commodity prices 
since 1914. As pointed out in a previous chapter, an influence of 
great importance, and likely to be of long duiation, had commenced 
to operate to reduce commodity prices about a year before t^le, 
commencement of the war. Thjs influence was largely suspended 
or nuhified by the indirect effects of hostilities, but it will assuredly 
make itself felt in the future. Owing to the enoinvms amounts of 
capital attracted during 1907-1913, m iiarticulai from the United 
Kingdom, to food and raw mateiial producing countiies, there 
mu?t have necessarily followed, under normal conditions of peace, 
a considerable inciease, for many years to come, in the world's 
production of foodstuffs and raw materials. Consequently, a fall 
in commodity prices appeared to be inevitable sooner or later. 
Index numbers show that during Uie pern^d 1875-1896 there took 
place a great and almost continuous fall m commodity prices, 
Sauerbeck's index number for 1896 being 61 as against 102 for 
18^, which number was»also^the average figure for 1865-1874, the 
fall being mainly due to the rapid development dui ing the seventies 
and eighties of the young food and raw material producing countries. 
From 1897 \o 1913, with the exception of two breaks, there was 
a considerable rise in commodity prices, the index number for 
.1913 being 85, as against 61 for 1896. This natural, rise in com- 
modity prices once fliore attracted enormous sums of capital to 
the food and raw material producing countries. From the United 
Kingdom alone, over 1,000,000,000 were attracted into foreign 
and Coloi\ial investments duping 1907-1913, a period of but seven 
yhars,‘ one-half of which capital was df-vr^ted to nr oductive’ railway 
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constructi'^n. That ^his newly invested capital not able to 
nuike itself fully felt in not increased production during the war 
IS obvious, on account of scarcity of labour in many countries. 
In the ca',c of the British Colonies, a scarcity of labour was felt 
during the wai*, owing to the large number of Colonials who fought 
for the British Empire. * 

(3) One of the main reasons, if not the greatest, for thinking 
that there will be a fall m prices during the next few years to a 
level not materially higher than the level ruling just prior to the 
war, say dueing 1913, is a study of the course of prices after wArs 
111 the past. Great wars have ever been a potoful factor in 
rais'ing commodity prices, m the main obviously due to the feeding, 
clothing, and transport df armies, and armament requirements, 
necessitating greater production at a time when large numbers of 
men are withckawn from the ranks of 'productiv'e industry for 
. ^ghting pui poses, and for perfonmng sei vices accessory to fighting. 
Inset thcie ^ given a chart sho'\ving the com'se of wholesale com- 
mo(hty prices as far back as 1782 and up to 30th Apri?l, 1921, 
with ref el dice T to vaiious wars and othei disturbing events, the 
bottom curve being plotted in continuation of the top curve. 
These curves clearly prove that prior to the recent war the greatest 
disturbing event to the coinse of commodity prices in thc^past 
was the series of wars with France (Napoleonic), extending from 
1793 to 1815. These terrible wars finished with the Battle of 
Waterloo, 18th June, 1815. From a study of the curve for the 
fifty years 1785-1835, there may be diawn the following impoitant 
points — 

Tlieie was a rapid though fluctuating rise m commodity prices 
during the Napoleonic ''Vais, the maximum point being redbhed 
in 1809. During the next five yeais, England fought the French 
on Spanish territory, and for some reason cominodity prices fell 
during this period. In 1816, a year after the close of the Napoleonic 
Wars, pi ices on an average were almost normal, but there was a 
bad harvest for this year. Riots took place during 1816-1818, 
and prices rose again. They fell once mo-'t' after 1818, becoming 
normal during 1822-1824. The cheapness of money in 1824 led 
to inflation in 1825, to be followed in the same year by a seiious 
commercial and financial crisis. .Prices weie again nonnal (\uring 
1828-4835. After 1835 the course of commodity prices was 
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affected by a large number of events and causes, the most jmportant 
of which are indicated by the letterpre.ss particulars on the chart. 
These particulars show that wai has usually had some material 
effect on prices, and that the great and prolonged falj, m prices 
during the seventies and eighties of the last centur;y was mainly 
due to the rapid development of yoHug food and raw mati'iial 
producing countries. It is worthy of note that piices during 
1918, 1919 and 1920 reached a higher hwel than at any time during 
the Napoleonic Wars, and therefoie the (piestion aiises : Will 
nc^ the present fall be all the moie severe until a pew level is 
established thatv more or less, conforms to\post-war conditions ? 
The population of the United Kingdom has im leased^ siji^.e ^ihe 
Battle of Waterloo by about 150 pei^ cent , but the National 
Debt about 900 p(r cent. 

(4) Another <^actor that will inevitably force pru'es d(Avn in the 
future, and tend to ke(‘p tlnan down, will be tin; deflation later 
credit and curn'iicy by the banks and tlu' GoviTiimei))-. This 
influenc;!.' has hardly y(?t commenced to operate, and there are 
obvious reasons, with rapidly falling markets, for postponing it 
and making its effect felt Jat(T as slow'ly a-^ possible It is siifftcient 
for the time being to have checked further inflation. It is interest- 
ing to note, however, that a prolongc'd period of falling prices 
effects, of itsdf, part deflation of credit and currency, for a low('r 
level of pric('s reduces the di'inand for bank credit (as measured by 
the aggregate amount), and impels a return of currency fiaiiu 
internal circulation. Gradual liquidation of old book d('bts (created 
dinings the period of high prices) will also reduce the demand for 
bank credit All past experience has proved that a period of 
falhnrg prices is followce^ within a pia-jod of two years by a 
greater demand for high-class 'investments. As soon as Govern- 
ment stfjcks approach their original subscription piuc'S, the banks 
will proceed tfo sell a large* part of the investments they acquiied 
during th'* war. This action will aeceleiate de^flation by reducing 
the availabh^ purchasing pow(‘r of the community.^ With an 
increased d( imind for fjilt-e'dged investments the (iovi^rnment will 
take the oppra tunity to fund the greater part of the Floating Debt, 
which IS (‘V( r a jiotential danger to the money market. The effect 
of Gov(*rriiiient repayments of W^iys amf M(*ajis Advances will be 
to 4 :a^sy fufther ri'duction in Bie so-callc(,I cash balances «f the 
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Joint Stock Banks ajt the Bank of England, but such reduction 
will proba\:)ly be compensated for by a reduction in the amount of 
Joint Stock Bank advances to own customcTs (mainly due to 
falling commodity prices being followed by a lesser demand for 
bank cretfit, f^articularly after present stocks have been absorbed 
by ccinsumption), and in the a«nount of investments at present held 
by the banks. Consequently, there is eveiy leason to believe 
the Joint Stock Banks will be able approximately to maintain their 
pre-war customary cash reserve percentage to liabilities during the 
period of falling prices. , 

Summing up, the ;‘easons for thinking that Ciunmodity prices 
in th'^ coin sc of a few years will not be matiTially liigher than the 
pre-war If vel (m the absence of any fuiTlier great war, grave and 
prolonged social disturbances, or a senes of bad liarvests) are as 
follbws — * 0 * i 

(1) The almost complete reversal or liquidation of the operating 

caiisi's fo. the use during August, 1914-April, 1920, except the 
increased \>\iges and inci eased taxation. Both wagi's and taxation 
will, however, fall m the course of time, though not t() pre-war 
levels ; but the mcri‘asc*remammg will probably be compensated 
for by improved methods of production, and greater output 
man, per hour. ♦ 

(2) The fructification of the large amount of capital tha^ was 

attiacti'd to food alul raw material producing countries during the 
seven years 1907-1913, the influence of which was largely sus- 
pended or nullified during the recent war by the indirect effects 
of hostilities. * 

(3) The lesson of economic history. The rajiid fall m prices 

to a normal level soon .after the termination of the Napevkonic 
Wars. * 

(4) The gradual deflation of credit and cuiieiiviy, part of which 
will be effected automatically as prices fall, and pawt later by the 
action of the Governmimt and the banks. 

It is an uiV'resting question whether tin* average leVel of prices 
may, not, iiipthe course of time, say, at tlnj end of ten yeais, even 
fall below the imuK'diate pre-war level. Any such probability is 
obviously closely connected with the future production of gold, 
the restoration of gold cArrency^(or gold backing of paper issues), 
and t^e attitude of baijcs in the matter of again makiftg thisAiiptal 
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the main constituent of their cash reseives.. From 1891 to 1909 
the production of gold rapidly and continuously increased, from 
£27,000,000 m-1891 to £94,000,000 in 1909. During 1910-1916 
there was a stationary tendency in gold production, and since 1916 
a rapid decrease has been cxpeiienced, the value J^or 1920 being 
only about £70,000,000. Allowing for increase m population, the 
restoiation of the gold standard m various countiies in the course 
of ten years, and a gold basis for bank cre dit, will require an annual 
pu duclion of gold of at least £120,000,000. 

Deflation 

As brief reference has been made to the subject of deflation, a’lid 
as the degiee to which it is effected will be atdetermming influence 
of the ultimate level of prices, it will be advisable to considei the 
subject moie iii detail. , 

Deflation, which is the converse of inflation, can (obviously by 
effected by four mam processes, namely, reduction in the purchasing 
power of the community, funding of the present floating debt by 
direct subscriptions from the public and not Jrom the banks, 
further retrenchment in public expeirditure, and intensified 
pioductiori. 

The piuxhasmg power of the public can be reduced by the 
following methods — 

(a) By the banks experiencing or effecting 'a reduction in the 
amount of their outstanding loans, whether in the form of money 
at call or at short notice, bills discounted, oi the customary form 
of advances. Any reduction in the Aggregate of loans can only be 
effected by a con esponding i eduction m the aggregate of deposits, 
takiiig the banks collectively. Cheques (Jiawn on credit balances 
must necessarily be the form 'of any considei able liquidation of 
bank loans of whatever nature. 

(b) By the banks placing on the market pait of the investments 
they acquired during the war. Generally sjDeaking, the purchasers 
will, m payment, give cheques drawn against credit balances and 
consequently the aggregate of deposits will tend to be redi’ced. 
The same effect will tend to be produced when the banks do not 
take up new Treasury Bills to replace maturing 'ireasury Bills, 
or do not replace any other form of Government investment at 
date of redemption. In these two cases thctagent reducing dfyposits 
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Will be rustomers’ ■cheques for taxation or foi some form of 
Governiueiit boi rowing from the public. 

(c) By the Government making repayment th the Bank of 
England ,of Ways and Means Advances, and also reducing the 
amount of oiitstanding Treasury Bills by the proceeds of taxation 
or long-dated loans subscribed for by the geiieial public. Taxation 
and subscript Kills by the public to Government loans paid for by 
cheques drawn on credit balances obviously reduce the aggregate 
of deposits, and consequently the available purchasing power of 
the public. , The Government, by repayment or reduction of W^iys 
and Means Advances made by the Bank of England, necessarily 
rediieos the balances ’of the Joint Stock Banks at that bank, and 
consequently compels, S(^oma- or later, the banks to reduce their 
deposit liabilities* to their customeis by the methods already 
enumeiated, unless sufficient reduct inni has been effected auto- 

, •Inatically by a lesser demand for credit consequent on a lower level 
of jiric^s. UnfortunatiTy, during the past two years, when the 
banks have allowed Treasury Bills ^in their portfolios tq,run off, 
and have not replaced thenj by new Treasury Bills, the G(ivernment 
has been compelled to phrtly meet the maturing bills by an increase 
in Ways and Means Advances. So long as the banks hold TreastTiy 
Bills, they can always, by dinitting to replace them at matmity, 
increase their cash leserves temporarily at the Bank of England, 
(jr withdraw Cuiicncy Notes from that institution. 

[d) By the Government reducing gradually the fiduciary issue 
of CuiTency Notes. As this action, failing a reduction in the 
amount of such notes outstanding, can only be effected by replace- 
ment of Government securities in the Currency Note Redemption 
Account by gold or Bank of England .Notes covered by gold, the 
adoption of this policy will tend to maintain fairly high Bank 
Rates in the future, and indirectly, through the'fall in prices that 
usually takes place during the continuance of high rates for loans, 
cause a return of Currency Notes from circulation. High Bank 
Rates operate in several ways in the curtailment of credit. 

The most important effect, however, /ihat a reduction in the 
fiduciary part of the issue, of Currency Notes will have on the 
banking position will be to tend to cause a reduction in the cash 
1 eserves of the Joint Stock Banlfs. To make this important matter 
deal* let it be assumad that the Government, out of thQ propeeds^ 
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of taxation or loans direct from the public, substitutes, say, 
£50,000,000 of gold or Bank of England Notes for Government 
securities at preViit standing to the credit of the Currency Note 
Redemption Account. The senes of transactions or bock entries 
would then be as follows— 

Customers of Joint Stock Banks dCAw cheques on their accounts 
for taxation payments or loans to Government for £50,000,000 

Customers' accounts at Joint Stock Banks debited £50,000,000. 

Joint Stock Bank balances at Bank of England debited £50,000,000. 

Public deposits at Bank of England credited £5(),0()0,<)00. 

Public deposits at Bank of England debited £50,000,000, bc'cause 
the Government otders a transfer of such amount m gold or 'Bank 
of England Notes to credit of Currency Note ‘Redemption Account, 
cancelling, per cemtra, the same amount of its own secuiitics. 

Net effect of aicti transfer to Bank of England and Joint Stock 
Banks — 

Bank of England loses £50,000.000 m gold oi m own ncAc's, 
taken f?om its banking reserve. Other deposits reduced by 
£50,000,0^0. 

Joint Stock Bank balances at Bank of England ri'duced by 
£5(J,000,000 and credit balances of (ii'^tomers of Joint Stock Banks 
reduced by £50,000,000 (unless, and to the extent of, the taxation 
payments or loans to Goveinment are made out of furth(‘r grants 
of credit to custonieis). 

To the extent that Currency Notes are paid into Joint Stock 
Banks by their own customers, their cash reserves will tend to 
be increased. The fall in retail jirices and w^ages will cause' a 
return of Currency Notes from public circulation to the Joint 
Stock^Banks, who in their .turn will pay m part or the whole of 
.such returned note's to the Banic of England tei the credit of their 
own balances thefe^at. 

For reasons ‘stated above it is obviems that in the.' matter of 
having eventually to deciele whetheT or not to enforce deflation, 
the banks will not altogethe'r be* frex- agents. Theiv policy will 
necessarily have to be largely dete'rmine'd by thei pe-icehtage their 
cash re.scrves bear to their depeisit liabilities. In reviewing in a 
previous chapter the banking position during the war, it was 
pointed out that the so-called caiE reserves of the Joint Stock 
Banks had been, m a sense, artificially increased during tin*’ war 
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by rntdin credit operations between the (iovernnicnt, the Bank 
of En.tjIai'iVf, and the Join,t Stock Banks. The leversal of such 
operations under peac(‘ conditions will, by ineiE liook entries, 
reduce the cash basis on which rests the great increase in bank 
credit made d;iring the war. Again, should the Joint Stock Banks 
aim ?it restoring a gold basni to their deposit liabilities, enforced 
deflation will be necessary for the fulfilment of this object. The 
period within which a 7 per cent, fjold reserve could be accumulated 
will obviously be dependent on the future production of gold and 
the competition for available supplies of the metal from other 
coimtiies, both of wl^llh are indeterminable fact(;as at the present 
time. Wtiati'ver be t4ic amount of future imports of gold into the 
United Kingdom, the*)pe 4 al ion of the exchanges will tend to drain 
a laige proportion of it away to foreign coimtiies (should such 
cniflitries want gold) unless pre >1 c'C t ed* by,»f a irlyn iij^h home interest 
^tes 

The deg'^'e to which foiced monetary deflation will eventually 
hav(' to be .m ide by th(‘ banks will also belargi'ly ck'pendej^t on the 
attitude pursued by labour in the matter of general 
production Should thi^e be a considerable increase m production 
(in quantity), a large part of the additional purchasing po\^ 
created smci' 1914 could renmm, and yet prices fall to a level not 
mateiially higher than that ruling prior to the war. * 

Since the fall iif prices commenced m April, 1920, and up to 
the time of writing (May, 1921), it cannot be said that any net 
monetary deflation has taken place. On 30th April, 1921, in round 
figures, the floating ch'bt amounted to £1,290,000,000 (Ways and 
Mi'diis Advances £190,000,(X)0, and Treasuiy Bills £1,100,000,000) 
as against £1,297, 000, 000, (Ways and Meqns Advances £249,00^,000, 
and TuMsury Bills £1,048,000,000; on 1st May, 1920. Currency 
Notes (including Certificates) outstanding on •4th May, 1921, 
amounted to £338,000,000 as against £343,000, 000* on 5th May, 
1920. Bank deposits increased £150,000,000 during 1920, but . 
some redu^Tign, ajipi oximately £130,000,000, took place during the 
fQur#monthi Januaiy-Apnl, 1921. 



CHAPTER Xll'l 


SECURITY PRICES 

In the three previous chapters the subject of Prices since’ the 
commencement of the recent war was considered in relation to 
commodities. The present chapter will be devoted to a brief 
renew of the movements that have taken place during the same 
period in the values of Stock Exchange securities. The values of 
such securities rriay be considered from two standpoints : first, 
the market price of the parity amount of the stock or bend, or of 
the share ; second, the yield, per annurn, af^ the market price of 
the security. In tfie case of fixed interest-bearing securities, the 
yield obviously yacks pro^ooriionately but inversely to the mar!;et 
price. In the case of shares, whilst their market values tend to bo 
in rough sympathetic movement with the prices of fixed-interest 
bearing securities, such values are naturally largely determined 
b-y tbf dividends previously declared thereon, and the probability 
of any change in the amount of dividend .in the near future. In 
Luis book it will not be possible to discuss the various changes 
made in the amount of dividends paid on shares since 1914, and, 
consequently, the subject of change in values of securities will be 
considered from the market price standpoint. 

The best and most reliable record of the course of the market 
values of general securities is that published monthly in the 
Banker^' Magazine. Changes in the market values of 387 repre- 
sentative securities (classified into various groups), with an aggregate 
nomy^val amount (par value) of £3,424,586,000, have been calculated 
and published each month by this magazine since 2 1st January, 
1907. On that date the market values of these securities aggregated 
to £3,843,177,000. Previous to 1907 the valuation was made with 
a lesser number of securities. The table given on page 304 
shows the market values at 20th July, 1914 (just before the recent 
wlr), compared with those ruling on 20th December, J920, this 
latter date being chosen because it shows the lowest aggregate 
market valued recorded by the Bankers' Magazine since 1907. 

' Since this chapter was written, and up to the time of going to press, a 
slightly lower aggregate market value o'/ £2,284,962,000 at 19th April, 1921, 
has recorded by the Bankers' Magazine. v • 
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The previous lowest, valuation amounted to £2,571,312,000 on 
18th Apriljl918, during thg recent war. It will be observed from 
the table that between 20th July, 1914, and 20th December, 1920, 
there was a net fall in the aggregate market value of the 387 securities 
of £1,050,^32,QP0, or 3T2 per cent., and that the different groups 
show*widely different perccnfcige variations. Only in American 
Railway Gold Bonds, Brewery Stocks, Insurance Shares, Shipping 
Shares, Telegraphs and Telephones, and miscellaneous Mining 
Shares, was there any appreciation. If, however, market values 
ruling in December, 1919 (when speculation was rampant), h^^d 
been coinpa^f'd with tjlose ruling in July, 1914, Uvo of the other 
groups, nafnely, South* Afiican Mines and Commercial and Indus- 
trial ShaiT^, would aJso diave shown a marked appreciation. 
Between 15th December, 1919, and 20th Dec^rnber, 1920, the 
aggi^gate market value of the 387 representative secuiities decreased 
£^14,707,000, largely on account of rapidly falling commodity 
prices, sevf ’'c trade depression, and forced realizations of securities. 
All the groL’ contributed to this dej^reciation with the e^^^eption 
of American Railways. Commercial Industrial Shares 
per cent.. South African Mines 39 2 per cent , Iron, Coal and Steel 
Shares 33-7 per cent., and Shipping Shares 21*7 per cent. 

At all times during the period under review, market values of 
different groups of stocks or shares naturally bhowed widely different 
percentage variatioilS. The fixed interest-bearing stocks, particu- 
larly those in the gilt-edged group, were, in the main, most affected 
by the issue of large War Loans at increasing rate^ of interest, 
which absorbed practically alf the funds which would otherwise 
have been available for investment in outstanding securities ; and 
later, in 1920, by commegrial difficulties .causing forced realizci^on 
of investments. War requirements Tor certain raw materials and 
finished goods, and shortage of transport, had ^ material and 
varying effect on the market values of some classes of^hares. The 
speculative mania which set in after Peace was signed on 28th 
June, 1919^ aijd continued into the early months of 1^20, caused 
an ciUirely artificial rise in market values the shares of a large 
number of companies. Textijp shares, in particular, reached very 
inflated values "during this period, to be later followed by rapid 
depreciation after the coftimence|nent of the fall in commodity 
prices iji April, 1920. Market values and percentage variations/)! 
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same, of each group of securities at yearly intervals, taking values 
ruling on 20tli July, 1914, as 100, aie shown in tables on the next 
two pages, which originally appeared in the Bankers' Magazine for 
January, 1918, but with figures brought up to 17th December, 1917. 
It is an exceedingly interesting analysis of the movements in Stock 
Exchange securities since July, 1914, separation being made between 
fixed interest-bearing stocks and the ordinary shares and securities 
of industrial undertakings. 


. Market Values (OOO's Omitted) of 387 Representative 
Securities (Classified into Groups) at 2()t/i July, 19'24, and at 
20th December, 1920 


Nominal | ! M.irkct Valuts j Iik reasc or Drrrrasc 

Amount ' tjRoiP 


Par VcUue)- 


1 2()th July, 
1914 

20lh L)( c , i 
1920 


Actual. 

Pore tillage 

£ 1 
862,786 

9 Hntish iml Indian Fuixls 

£ 

(>‘X),355 

£ 1 
433,433 


f 1 

256,922 1 

-.37 2 ' 

52,2 SO 

7 (.oqv)ralion (11 K ) Stocks 

45,812 

30,955 

- 

14,857 ' 

-32 4 

82,850 

11 Colonial (i<)' ernnic nt StcKks 

^ 79,288 

64,754 

- 

14,534 ' 

- 183 

18,250, 

10 CorporatKtii St<)< ks (Colonial and 
, Foreign) 

16,479 

10,580 

_ 

5,899 

-35 8 

* 

31 FoifiK'n (jovernment Stoi ks 

746,677 

364,411 


382,2('6 

-51 2 

310,750 

! 2<> linlish Kail Ordinii) Sto( ks 

' 269, ,13 

159,255 


110,258 

40 9 

133,500 

' 11 Hntish Rail Debc nturc btoc ks 

116,066 

‘ 72,157 

- 

43,909 

- 37 8 

,,149,500 

13 British Rail Prefer* nre Storks 

128,168 

76,8 15 

- 

51,333 

-40 1 

* 26,0<K) ' 

5 Indian Railwiy Slo* ks 

25,366 

19,593 


5,773 ; 

-22 8 

88,440 I 

9 Rajl\\a\sin Butish Possessions 

83 (a86 

53,038 

- 

30,648 1 

- 3n 0 

346,000 

17 American Railway Shans 

.346,085 

316,141 

- 

29,744 i 

- 8 5 

178,000 

16 /Vmencan Railway Bonds (Gold) 

167,425 

177,679 

+ 

10,254 

-f 61 

63,940 ' 

24 Foreign Railways 

' 58,645 


- 

25,672 

-438 

29,338 

14 Bntislj Bank Shires 

182,650 

162,152 

- 

20,498 

-112 

10,175 

9 Colonial P.ank Shares 

20,657 

16,201 


4,456 ! 

-21 6 

1 5,420 

1 13 Seini hor.if'ii Bank Sharrs 

.34,958 

33,086 

- 

1,872 , 

- 5 3 

15,900 

18 Brewery Stocks . 

20,040 

22,005 

+ 

1,965 

1 98 

9,0(X) 

i 4 Canals and JXa* ks • 

, 5,040 

5,041 

+ 

1 ‘ 

1 - 

36 701 

, 38 Commercial Indnslrnl Shares 

1 81,662 

.54,488 

- 

27,174 1 

33 3 

3,180 

6 1 leetnc LiKhtinK md Power 

' , 4,021 

2,745 

- 

1,276 

- 31 7 

7,120 

1 1 Financial, I^nd and Investment 
Shares 

21,537 

19, .392 


2,145 ' 

-10 0 

28,635 

5 Gas Stocks 

33,290 

20,039 


13,251 ! 

-39 8 

5,390 

21 Insurana- Shares 

i 40,606 

47,261 


6,655 

+ 16 4 

ir^io 

8 Iron, Coal, and Steel Shares 

1 20,796 

13,722 

- 

7 074 1 

-34 0 

7,200 

7 Shipping Shares ^ 

, 14,546 

21,319 

rr 

6,773 I 

-f 46 6 

8,885 

' 4 Tclr graphs and Te^lcphones 

; 10,542 

10,938 

lo 

396 1 

4 38 

4 970 

7 Tramways and Omnibus 

4 Waterworks 

.5,516 

4,491 

i 

1,025 j 

- 18 6 

2,715 

2,854 

2,028 

1 

826 

28 9 

20,704 

1 5 South African Mines, ct*.. 

55,458 

41,675 

! - 

13,783 ! 

24 8 

9,703 

6 Cof'aer Min ng Shares 

1 41,208 

29,006 

1 "■ 

12,202 1 

-29 6 

3 424 

! 8 Miseelkinejrjus Mining Shares . 

1,763 

2,184 

1' 

421 

-f 23 9 

1 

3,424,586 387 Representative Securities 

; 3,370,709 

. 2,319,777 

1 - 

1 050 932 

i -312 


In the table at the top of the next page thef6 is shown the 
annual variation in the aggregate market value of the 387 
representative securities since 18th December, 1913 — 
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Aggregate Market Value of 387 Representative Securities 
(Accort^ng to Valuations made by “ The Bankers’ Magazine ”) 
Nominal Amoifnt [Par value), /3, 424, 586,0^00 


At 

• 

Market Value 

Annual Increase or Decrease, 

Amount 

PerconOige. 

t 

DecenV-r 18, 1913 . . . 

£ 

3,:in ,085,000 

£ 

- 185,765,000 

- 52 

July, 20, 1914 . . . . 

3,370,709,000 

- 


., 30, 1910 . . . . 

3.182,717,000 2 


— 

jcinuary 20, 1915' . 

3,114,1^27,000 

- 227,058,000 

- 6-8 

Uecemborl?, 1915 ... 

2.907,281,000 

206,746,000 

- 66 

., 18, 1916 . . . 

2.758,349.000 

- 148,932,000 

- 5-1 

„ 17, 1917 . . . 

2,600.653,000 

- 157,696,000 

- • 

17, *1918 . . . 

2,801.089.000 

-j 200,436,000 

+ 7 7 

15, 1919 . . 

2,634.484.000 

- 166,60^,000 

- 59 

, 'M, 1920 . ... 

2,319.777.000 

-314,707,000 

-119 

]u1v 18, Ti21 ... 

2,345,346.000 

. I ' 

~ 


387 REPKKSKNTATIVIC S1‘:CUKITTF,S (TASSIFIl-.p INTO GROUPS. 

, Maukft Values in MiLLioN 


• Stocks anu Siur<Fs 

• 

1 20th 
! Julv 
1914. 

.«)th 

July. 

1914 

20th 
Ian , 
1915 

17th 1 
Dec , ' 
1915 1 

18lh 
l>e , 
1916 

17lh • 

Dec 

1917. 

17th 
D( e., 
1918 

ISth' 
Dec , 
1919. 

"2Uth 

Dee. 

1920. 

U S R iilwaf . dd l^onds . 

' 107 

16b 

0 166 

171 

170 

150 

154 

163 

178 

Colonial (lOVCi ent 

, 79 

79 

78 

75 

• 68 

68 

71 

68 

65 

n K CoriioralUj i 

> 4(> 

45 

44 

• 43 

34 

34 

37 


31 

Colonial and Foreign Corporation 

1 U> 

16 

16 

14 

14 

14 

14 

13^ 


British and Indian Government 

! 690 

• 646 

632 

580 

526 

520 

561 


^33 

British Railway Delxuiturc , . 

1 M6 

113 

113 

109 

87 

87 

90 

77 

72 

British Railway Preh'u ncc 

' 128 

121 

123 

117 

92 

93 

95 

83 

77 

Foreign GoveinriKiit 

1 747 

(>99 

673 

571 

531 

530 

553 

449 

3ii#-" 

Fixed Interest Stocks 

1 1,989 

1.888 

1,845 

1,680 ; 

1,522 

1,496 

1,575 

1,378 

1,231 

U S Railway Shares 

1 316 

318 

326 

377 

378 

238 

279 

302 

• 316 

Coloni.d and Indian Rnlwiys 

1 109 

102 

100 

99 

88 

83 

91 

85 

73 

British Railway Ordinary .• 

' 270 

236 

255 

216 

204 

195 

211 

193 

159 

Foidgii K always 

; 39 

33 

50 

46 

41 


43 

43 

33 

® R alwa> s . . . . 

; 784 

731 

731 

738 

711 

555 

624 

623 

581 

Shipping . . . . 

f" iV" 

i 1 

14 

lb 

20 

21 

24 

27 

21 

Insurance .... 



38 

1 33 

35 

41 

45 

57 

47 

Brewei V ... 

1 20 

1 20 

16 

12 1 

12 

18 

1 21 

2l 

22 

Iflegraph and Telephone 

11 

1 H) 

10 

10 

n 

12 

1 1'^ 

12 

11 

Fin , Land and Interest 

22 

i 

20 

19 

20 

i 1 

21 

21 

19 , 

Bank 

2:i8 

230 

226 

204 

206 

' 211 

232 

228 

.212 

South African Mines, etc. . 

^3 

4b 

41 

M 

44 

44 

51 

69 

[• 42 

Copper Mining 

41 

1 

06 

37 

48 

49 

! 49 

43 

29 

Cornmcnial and Industrial 

82 

77 

70 

60 

68 

! 72 

82 

92 

55 

Iron, Coal, and Steel 

■ 21 

21 

21 

18 

22 


24 

21 

14 

(»as . . 

; 33 

1 32 

27 

22 

22 

1 

23 

21 

20 

Miscellaneous 

19 

! ^9 

19 

17 

17 

17 


18 

16 


398 

' 564 

! 538 

489 

525 

1 549 

i 602 

633 

508 

Fixed Interest Storks 

Stocks mostly# wifli Vari.able 

1,989 

1 1,888 

1,845 

1,680 

1,522 

1,496 

1,5/5 

1 378 

1,231 

D^idcnds • 

1 382 

1 1,295 

1,269 

1,227 

1,236 

1,104 

; 1,226 

1,256 

1,089 

387 Representative Securities 

3,371 

1 3,183 

3,114 




2,758 

2.a)0 

2,801 

I 2,634 

1 

2,320 


' The luMidon Stock Exch.inKC closi d .Htcr business hours on 30th July, 1914, auj re-oponed on 
4th [annary, 1913 f 

“ Record fall in ten days £187,992,000, or 5'6 nor cent. 

® 1 xtludiiiK British Railway Dcbentiuc and Prcfc«cncc Stocks and U S. Railv^y Bond‘-#(showo 
above in •lassification “ Fixed Inteirst Stocks”). 

20— (1723) 
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387 REPRESENTATIVE SECURITIES CLASSIFIED INTO 
GROUPS 


Percentage of MARKP:r Values- on 20th July, 1914 


Stocks cnd Shares 

20th ! 30th 
Tulv, ' liny, 
l‘)14 , 1914 

20th 

Ian., 

1915 

17th 

[)<•(' 

1915. 

18th 
Dec , 
1910 

17th 

Dec., 

1917,. 

17th 

Ded, 

1918. 

15th 
Dec , 
1919. 

20 ih 
Dec . 
1920 

US Railw.iy Gold llonds 

100 99 

‘)9 

102 

102 

tM) 

92 

97 

106 

Colonial (lOvt-rnmc nt 

100 , 99 

98 

9S 

80 

80 

no 

86 

82 

U K torpor Uion 

100 98 , 

90 

94 

74 

74 

80 

73 

68 

Colonial anri ForeiRn Corporations 

100 98 

97 

85 

82 

82 

85 

81 

64 

Ui'tish and Iiulitn Govoriitni nt 

100 91 

92 

84 

76 

75 

81 

71 

63 

Br*‘ sh Railv\ ly IVlH-nture 

KM) ' 97 

97 

94 

75 

75 

78 

60 

62 

Bntish R ulway i’nfcrenci' 

DM) 97 

90 

91 

72 

73 

74 

05 

60 

Ffriign (iovernment 

100 94 

90 

77 

71 

71 

74 

60 

49 

Fired Interest Stocks , 

KM) 9o 

91 


. 

75 

); — 

79 

69 

62 

US Railway Shtres 

100 92 

94 

109 

109 

<■>9 

81 t 

87 

91 

Colonial and Indian Railwa>s 

KM) 91 

92 

9' 

1 1! 

70 

83 

78 

07 

Bntish Railway Ordinary 

KM) 9s 

94 

80 

70 

72 

78 

71 

59 

Foreign R, ulway s 

100 1 94 

85 

79 

70 

(*0 

74 

74 

56 

^Railwrays i 

, 100 93 

93 

94 

91 

71 

79 


74 

Shipping 

1 

100 9.3 ' 

99 

109 1 

1.35 

1 

1 147 

100 

188 

147" 

Insurance 

lOO 90 1 

94 1 

81 1 

8(> 

100 

109 

141 

116 

Brt w-ory 

KM) 99 1 

. 80 ' 

(>1 1 

(>2 

1 88 

102 

'117 

110 

Telegiaph and Tel* phone 

‘ KM) ; 99 

98 1 

95 

104 

! 109 

1 

118 

104 

Fin , Lani, and Inxcstnicnt 

KM) ''97 . 

9,1 i 

89 

93 

95 

98 

98 

90 

* ^ 

100 1 97 1 

95 1 

80 

87 

89 

! 98 

96 

89 

South Afnt.ni Mines, etc. 

KM) ' 82 ' 

1 

» 71 

79 

80 

' 92 

124 

75 

Copper Mining 

KM) Ks 1 

88 , 

91 • 

117 

119 

1 120 

10.3 

70 

Commercial and Industrial 

100 1 94 

80 ; 

74 

81 

88 

I KM) 

11.3 

67 

’'llun, Coal, and Steel 

KM) ' KM) 1 

103 , 

87 

105 

112 

11.3 

99 

60 

Gis 

KM) ! 97 

81 1 

05 i 

05 

04 ; 

70 

03 

60 

Miscellaneous . . I 

lO*) 97 ‘ 

97' 1 

85 1 

85 

IM) ] 

90 

96 

86 

' i 

KM) 94 ' 

90 1 

82 i 

88 

92 

101 

100 

85 

1 

Fixed Interest Stocks , ' 

100 , 95 ; 

93 j 

85 

s 

77 

1 

75 

1 79 

09 

02 

Stocks mostly with \’anal>le ' 
Divid* lids 1 

100 91 

92 1 

89 

90 

80 1 

1 

89 

90 

79 

387 Representative Sccuiilies . ^ 

100 95 

93 1 

80 

82 1 

77 

I 83 

78 

69 


' '"""l 

' 

1 


! 

1 

j 



Ip connection with the, above table, it has to be borne in mind 
that prices of securities durinfj the year 1915 and the first half of 
1916 were largely nominal, owing to the fixing and re-fixing during 
that period G>f official minima below which business was forbidden 
to be done Protective minimum prices were not removed from 
all Stock lixchange securities until the beginning of July, 1916. 
(5nly from this month, can it be said that prices truly represented 
rmirket conditions. What prices woiild have been on 20th January, 
1915 (sixteen days after the re-opemng of the Stock Exchange), 

I Excluding Bntish Railway Debenture and Preference Stocks and U.S. 
Rail\^y Bonds (shown above in classification '^Fixed Interest Stocks ”) 
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under unrestricted market conditions it is not possible to form 
even a rou^h estimate. N^r is it possible to indicate the depre- 
ciation that would have taken place during Aug^ist -December, 
of the year 1914, if the Stock Exchange had not been closed from 
31st July of tl^it year. The fall of 088,000,000 in market value 
dining the ten days 21st-30th July clearly indicates that a veritable 
dcbtcle m ]nices must have occurred if the Stock ICxchange had 
remained open. During these tell days an avalanche of selling 
ordeis were received from the Continent. 

After the artificial minimum prices were entirely removed in 
July, 1916, ^narket vajfies (with the exception of small increase 
of (5,31 4, (]^() for the month ('iiding 19th August) continued to fall 
monthly ufttil February#, 11117. On the 19th of that month, market 
values aggreg<ited to £2,652,388,000. The next fivt' months there 
took* place some ajipreciation, £2,72^,99*^,000 reached on 

2(ttli July, 1917 Thereafter the timdency m values was down- 
wards tin d 18th April, 1918, on which date the aggregate was 
£2,v571,61*2, "H). Rapid apprcciafion set \h from May o^ 1918, 
when it bix'ame increasingly evident that Germany woul^gj ^^y *^ 
bi' suing for an arinistu^, the aggregate markid value teaching 
£2,822,498,000 on 19th November, of that year. During 191^)^ 
ami 1920, the general tendency was downwards, the lowest record 
£2,319,777,000, being reached on 20th Decunber of the latter y?;ar. 
I’lKi's dining Ote ca^ly months of the former yeai wi're adversely 
aff('( led by the dragging chaiacter of the Peace' negotiations at 
Pans. The actual signing of Peace, on 28th June, 1919, produced 
jiracticallv no effect on the aggregate market values of seciiuities, 
£2,7*27,906,000 being the amount on 18th June, and £2,731,227,000 
on 18th July. Dining September, 19l9-F'ebruary, 1920, maiket 
values as a whole were fairly well inAintaiiied, but the fall in com- 
moehty prices from April, 1920, increasing tiadc <[lepression, and 
commercial difficulties, led to considerable liquidation#of securities 
later m the y ar. Some considerable appieciation m market values 
of outstanding, securities duiing the six months Septem*ber, 1919- 
Marcli, 1920,'* would doubtless have taken p^ace in the absence of 
the flood of new issues of evejy kind afld description during this 
period. • 

To what extent, if any,* there would have been depreciation in 
market^ values of securities if the War had not taken Jilace, ft jis 
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obviously not po-siblc to state. Prior to the war, depreciation had 
been almost continuous for many years, the net fall in th e aggregate 
market value of the 387 representative securities for the seven 
years 21st January, 1907-20th January, 1914, being £453,699,000. 
h'or the seven years 20th January, 1914 -19th January, 1921, 
covering the war period, the net f ill was £1,053,285,000. ''These 
figures, however, it has to be borne in mind, do not show the relative 
severity of the depreciation over the two seven-year periods, for 
ol)viously the less the market price of a security, the greater the 
p^crcentage fall represented by a point. For example, a fall of one 
point in a stock at a market price of 50 is equivalent to a fall of 
two points when the price is 100. The fad during the. first seven- 
year period was equivalent to 11-8 per cent, pf the aggregate market 
value at 21st January, 1907, namely, £3,843,177,000, but that 
during the secoTl(T•^even-yeal period to 31T per cent, of the aggregate 
market value at 20th January, 1914, namely, £3,389,478,000. 

One good reason for thinking that there would have been no net 
depreciation in the aggregate market value of securities during the 
1914-1920, in fact, some appreciation, is explained in 
the next chapter, when referring to’ th^ interesting relationship 
4:etween the yield of fixed interest-bearing securities and the cost 
of living. The various amounts that have been quoted as repre- 
senting at different dates the aggregate market value of the 387 
securities entering into the monthly valuation made by the Bankers' 
Magazine do noc, of course, include War Loans and other issues 
since 1907, except that this Magazine made allowance for some 
£200^000,000 of Consols converted 'Into the per cent. War Loan 
issued in 1915. 



CHAPTER XIV 


SKCUKIT’^ pricks: their probable future course 

• 

Having conhidercd in the last chapter the course of security prices 
since 1914, and reviewed Ihe various influences that gave rise to 
the great net depreciation in market values since that year, we 
will, in the present chapter, consider the probable course of high- 
class securi^f pi ices during the next ten or lifteen years, Wifli 
this object^ in view, I't will be necessary to consider at length 
the basic factor deternmimg inaiket values of Government and 
other first-class stocks — namely, the c(*st of living. Reasons will 
be advanced for predicting a great appreciation duiing the next 
years m all first-class securities bearing a fixed rate of interest, 
•following Gie fall m commodity prices, and for stating that financial 
conditioiA will, sooner than mosHpeople ex^xct, be favouiable for 
the Government funding the gieatef part of the present J[aj;gi;^> 
floating debt. It is to bi; ndted, however, that these opiitums are 
expussed subject to the absence during the peiiod considered 
any further great war, grave, and prolonged social disturbances, 
or a series of bad harvests. All these three factors^iave a Mery 
inatciial influence o^i the cost of living, and, consequently, as is 
fully explaincrrm this chapter, on the course of first-class security 
values. 

Reference will be made to tl^e great fall in the market value of 
Consols dm mg the Napoleonic Wars, and the rapid appreciation 
after these wars terminated, and at a time when the National Debt 
and taxation appeared to the conimimlty to be an intolerable 
burdc'ii. As financial conditions reflect eccniomi^ conditions, a 
f('W remarks will also be made in relation to the effect of heavy 
taxation on the lattei, A fall in yield of first-class stocks 
will prove an excellent index of improvement in* economic 
conditions. * • 

The law or relationship existing between *the cost of living and 
investment values may be sfated as follows — 

The course of the nmrket prices of high-class fixed interesG 
beariiig stocks is maigly indirect^ determined by fhe fo^ 
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living, a fall in the latter being usually accompanied or followed 
by a rise in the former, and conversely. 

As the yield of fixed interest -beai mg slocks at market prices 
obviously varies inversely to such prices, the above stated 
relationship may be alternately e\])ressed in the fidlowmg fprm — 

The yield of Ingh-class fixed interest-bearing sUxks at maiket 
prices IS mainly indirectly dt>|.-ermmed by the cost (jf living, a 
fall in the latter being usually accompanied or followLd by a 
fall in the former, and a rise m the latter by a rise m the former. 

<■ 

Owing to the interdepcaideiit connection existing bet Ween market 
values of different stocks bearing fixed rates of interest in the 
gilt-edged group, it will be snlficient, in oiahr''' to piove the relation- 
ship existing between market values of high-class investments 
and the cost fTTivmg, / imply to compare the coiuse of the yield 
of Consols at market prices over a long period of years m tin' pad 
with the coiiise of commodity jirKi s over the sanu' jieriod. For 
experience proves tliathf the price of Consols declines many jioiiits, 
'•^S^wt^xed interest-bearing stocks generally proportionally do 
likewise ; similarly, if they use, though ii regular movements of 
"•^point or two do occur at times This interdependence of marki't 
vadues is particularly true eiver a long* period of years. Foi instaiu'e, 
corfiparing tKe mean of the highed and lowest prices for the yi ar 
1920 with that for the year 1907, Consols fell* 43 per cent., I/x al 
Loans 3 per cent, stock and India 3| per cent, stock each fell 
44 per cent., and eleven Biitish railway di'bciiture stocks (takt'ii 
as a , whole), and thirteen British r?iilway preference stocks (t.ikt'ii 
as a whole) each fell 45 per c(*nt. 

Inset there is shown a chart, the cuives of which, based on 
averages for each year, represint the course' of tlu' yield of C.onsols 
at market prices and the course of wholesale ('oinmodity prices 
since the ye^r 1820, the curve for the latter being based on the 
index number compiled by Ah. Saueibeck fca the pcniod 1820-1912, 
and by The Statist (in coiitiiniation) since 1913. (F.or figures from 
which the curves are plotted, see table at end of chajder.) \yhole- 
sale commodity prices hav(i necessarily to be taken as representative 
of the cost of living, for the purposes of this chaptet, in the absence 
of an available and reliable index number based on a consumption 
staitdard. 'The ehtficulties ih compiling , such an index fiiimber 
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have always been considered insurmountable, for reasons explained 
in a previ|>us chapter. Very little value ran be attached to the 
index number of the cost of living published monthly in the Labour 
Gazette, for it only applies to working-class household expenditure ; 
and even ^n this restricted capacity rests on a very rough basis. 
It wfll be observed from the** chart that, generally speaking, the 
curve representing the course of the yield of Consols and the curve 
representing the course of commodity prices, generally either both 
rise together or fall together, a lead of any change in direction 
usually being given one year m aelvance by commodity prices. 
For the fe\f ’periods or •years m which there was not a sympathetic 
movement* between the curves, an explanation can be given for 
such disa/^reement. T^ie pse m the yield of Consols for the years 
1830 and 1831 was due to a Revolution in Franp^ m 1830 and the 
intreduction of the Refoim Bill mt(» thy English^ Parliament in 
1^31, which caused considerable political disturbances, though it 
passed b 'th Houses the following year. Jiolh these important 
factors ne‘,, rally seviTely deine^sed the jsiice of Consols. The 
introduction of tlu^ Reform Bill caused many of the richer cLgsses 
in this country to send Uiefr money to Aiiusica and Denmaik for 
investment. Anothei period of marked disagieement between Uic- 
two curves was experienced •during the threi^ years 1871-1873. 
This lack of sympathetic movement was due to the^fact that^the 
Franco-Germmi War, which commenced m July, 1870, and ter- 
minated in May, 1871, induced the wealthy classes* on the Continent 
to send their money to England for safe investment. This abnormal 
inflow of foreign money seekmg investment prevented the, price 
of Consols falling (and, consequently, the yield rising) with the 
increase in the cost of living during this period. A minor divergymce 
between the curves is shown for tlMi year 1880, commodity prices 
rising this year instead of continuing to fall in* sympathy with 
the gradual fall in the yield of Consols. During thejuevious year 
there was experienced the worst harvest of the century, and to 
this cause is^to be attributed the temporary rise m •commodity 
prices during the following year. Some slight divergence between 
the curves is also shown for the yeaPs 1 to 9, 1903, 1904, 1905, 
following the teduction in tlie rate of interest on Consols from 
3 to 2i per cent, from 5fh April, 1889, and from 2J per cent, to 
2| pe^ cent, from 5tli ^pril, 1905, Arranged for in tin# Conversion 
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Scheme of 1888. Though these reductions had been previously 
largely discounted by the market in the price* of Consols^, yet some 
slight liquidatiun was left to be effected after 1889 and 1903, and 
the yield therefore continued to fall at a time when the commodity 
price curve would have warranted no change or a shghb^rise. All 
the causes that have been named to Recount for cert^iin divergences 
between the courses of the two curves were, however, transient in 
effect, and simply partly hid, fof short periods, the full influence 
being excited on the yield or price of Consols by the course of 
commodity prices. 

!Another feature about the two ciiives, that calk for some 
comment is the* increasing width between Jthem for t,lie period 
1881-1887. To explain the reason for^ this widening Aendency, 
it will be necessary to consider briefly the coiiise of the price of 
Consols during tliis period t The chait shows that dining, the 
period 187v5~18iS)6 there look place a piolonged fall in comnujdit^Y 
prices (with an occasional upward temporary tisideiicy), winch* 
fall was mainly due to,lh^ lapub development of the young food 
and ra\V material producing’ countiies during the seventies and 
eighties <j1 the last century. The dcgiVe pf the fall was such that 
.thg price of Consols reached par by the year 1880, the highest and 
lowest puces for this year being 1Q0| and 97^. Thereafter the 
pric§ was retarded from rising much above par, and the yield 
proportionally falling, in sympathy with the, continuing fall m 
commodity prices, through fear felt by the market of the Govern- 
ment exercising its standing option to redeem them at par on 
giving twelve months’ notice to ithe holders. This fear later 
proved to be well-founded, for, m 1888, the Govern nuiit offered 
holders of Consols,^ and of the other two Three Per Cents, then 
outs*tanding, in exchange* for dheir holdings a new stock bearing 
2J per cent, interest from 5th April, 1889, until 5th April, 1903, 
then 2h per cent, until 5th April, 1923, after which date the 
Government reserved the option to redeem the new stock at par. 
This conversion scln'inc of 1888, which involved stocks aggregating 
ta £557,992,508 (Consolidated Three Per Cents., £522,681,032; 
Reduced Tliree Per Centi.., £68,912,433; and Ni^w Three" Per 

^ The word “ Consols ” originally came into market uSe through being 
applied, for the sake of brevity, to a consolidation m 1752 of several stocks, 
all beanng 3 per cent, interest. This rate remained unchanged until 5th 
Apnl# 1889. « • * 
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Cents*, £166,399,043), proved a great success, very few holders 
electing ty be paid off at par. 

After the Conveision of *1888 had been effected, *thc two curves 
of the chart show close symi)athetic fluctuations up to 1914. 

The coAtinuous fall that had taken place in the yield of high- 
class* stocks (filling several yeais prior to 1888, which in reality 
was due t(j falling commodity prices, evj^dently led IVIr. Goschen 
eironeously to believe that there*would be no material leaction in 
the future under peaces conditions, for m his speech to Parliament 
on 9lh March, 1888, in support of the proposed conversion, Jie 
stated ; "•Fhe nivest(u*s in almost every kind of security had had 
to acciipt^the fad that the rate of interest was falling, and must 
now be content with a snialliT income fiom their capital than they 
had enjoyt'd Indore. They had had to bow to tjie inexorable logic 
of fiicts, and if now the Government i-aopysed tv^ recluce the income 
the holders of Government securities, they weie simply giving 
'effect to natnial causes wliK'h had operated on every other kind 
of seciii^t ” The prolonged fall in coimwodity prices during the 
eighties of tiie last century was a good thing for the taxpayers of 
this ('oiinlry, m that it pej'infttcd of the successful conversfon scheme 
(4 1888, but it later pioved very costly in the long run to pei man*'nt 
holders of Consols and subs«;(|uent purchaseis, when commodity 
puces again commenced to rise after 1897 
Another inliuen(;e that slightly affected the price of Consols 
during the eighties and nineties of the last ceirtuiy, though the 
effed was transnait, was large purchases by the Government, on 
Savings Bank Account, of Coasols and the other Three Per-Cents, 
of the State then on the market. During 1881-'1889 the Govern- 
ment increased its holdings of Consols and the other Three^Per 
Cents, on Savings Bank Account b'j abimt £81,500,000, and during 
tlie period 1894-'1898 its holdings of Consols lur yie same purpose 
by about £58,000,000. 

Apart from the period 1881-1887, the chart also shows that no 
fixed difference has been maintained between the cin'ves for any 
otluT lon{!J j)*eriod, though an approximate fixed difference lAis 
occasionally continued for several year*, ff, however, commodity 
price index iiiMubers weie accuiately repi eseiitative of the cost of 
living, there would probidily be found still gi eater coircspondence 

between the two cuives. Even !f the yield of Consok had barfed 

• • . • • 
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proportionately to commodity prices, the cliart would not have 
shown an exact fixed difference between the relative fuctuating 
curves, for one* is plotted higher than the other from the base 
line. 

Tlie general sympathetic movement between the tvvo curves 
representing commodity prices and the yield of Consols is obvi6\isly 
due to the fact that thC less the cost of living the greatcT must 
necessarily be the margin availabh for investment, and, conversely, 
the greater the cost of living the less such margin. The correctness 
of^,this opinion is strongly supported by the fact that the chart 
discloses that ch^inges in the direction of the curve representing 
the yield of Consols have usually been precethd by like cfhanges m 
the direction of the curve representing .commodity prid’s. It is 
evident that some, little time must elapse before falling or rising 
wholesale compiodity prices can affect the margin of maime 
available for investment, for it is widl known that retail pnccf., 
do not change immediately after a change in wholesale })rices, 
particularly if the latter'be falling!* 

As a corollary to the above explained relationship between 
investment yield and the cost of livmg,^ it may be stated that 
investment yield is largely determined by the relative rate of 
production to consumption, for if production materially exceeds 
current consumption, commodity prices tend to fall. On the 
other hand, if consumption tends to exceed curreijf production, 
commodity prices will usually rise. 

Though the cost of living is undoubtedly the basic factor deter- 
mining the course of first-class investment prices, yet i hanging 
trade conditions accelerate a fall or rise in such prices. Dining 
periods of trade activity, particularly in boom piniods, when prices 
of commodities are rising and larger profits or divuUmds are, in 
consequence, being declared by industrial companies, theie usually 
takes place a, lesser demand for Government and other fiist-class 
stocks and an increased demand for industrial shares. In a period 
of falling pl-ices, particularly if the fall be severe, ^when profits 
gdnerally diminish, the converse takes place — an increased deqiand 
for first-class investments alid a lesser demand for industrial shares. 
In this latter case financial embarrassment of sornd trading firms 
will first cause some liquidation of first-class investments, and, 
consc^][uentl) , an initial fall ifi price, to }ie followed later, by a 
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material rise. The public have short memories, and the above- 
stated C 3 ^i:le of transfer of savings seeking investment has taken 
place during and after every marked period of trade activity in 
the past. Rising commodity pi ices, trade activity, greater trading 
prohts, rfsmg^pnces of industrial shaies, and rising interest rates ; 
falliTig commodity prices, trade depression, diminishing tiading 
piofits, often considerable losses, reconstructions, increased demand 
for Government and other hrstVlass stocks, and falling interest 
rates Such are, in brief, the events m sequence of the usual 
trade cycle. The extreme swings of the trade pendulum h^ve 
never bet^ft so great ;fs has been experienced diying the past two 
years, ilm ainplitudo of which has been largely determined by 
unpri'cedc'nted credit# inllxt ion. 

Extent of rRouABLE Rise in Futjjke. -Jlie (hart proving 
b("\^jnd all doubt that a material fise^n high-c*lass investment 
fiic(‘s will follow th(‘ ])resent fall m commodity pricis, and that 
the app -'Ciation will be maintained in the abscsice of another 
mat('iial ,^e in commodity puces, ^due to such basic mlluences 
as a further great wai, giave and prolongi'd social disturbances, 
or a si-ries of bad harvests — in fad any inllueiice that tends to 
make consumption again exceed production -the impoitant pi*nt, 
paiticulaily foi those now m possession of liquid resources awaiting 
investment is : To what extent will theu be a nse'^in invcst*ment 
pi ices in tlu'^futuit', and within what time ^ Obviously, different 
peoph' will give varying estimates to this intVresting question. 
Mr. A. H. Gibson's opinion, subject to the absence of the above 
three named economic distiltbaiices, is that within a peiiod of 
five years the pi ice of Consols will rise to 70 (yield £S 11s. 5d.), and 
thereafter the price will.probably use until about 77 (yield 5s.) 
is averaged over a long period of •years, this figuie being reached 
within a period of 10 to 15 years. He states Uiere will be tem- 
porary falls, but the geneial tendency will he upwards. Tlie rise 
will be accompanied by a sympathetic movement of other first- , 
class stocks, ^except in so far as the latitude for movement above 
parity of auy stock is restricted by a coiuparatively near year* of 
optional redemption by the^ Government. 

The reason? Mr. Gibson advances for thinking that the price 
of Consols will rise to the above-named figures within the specified 
periojjs arc as follows*- 
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1. The rapid fall that has already taken place in commodity 
prices since April of last year, and the reasons, stated m aj previous 
chapter, entitlea “ Commodity Prices : Their Probable Future 
Course,” for thinking that commodity prices five or seven years 
hence will not be materially higher than the pre-war level. The 
widely different gradients for the period 1915-1920 of the ' two 
curves of the chart, givtji as an inset, clearly indicate that the 
extent of the use m commodity puces duiipg such period was not 
warranted by the basic economic conditions of the United Kingdom. 
Part of the lise was undoubti'dly diu' to transic^nt psychological 
influences. 

2. A study of the rise and fall m the animal average^ yield of 
Consols duimg and after the Napoleonic W^rs.j The prices iuggested 
above entail no greater rate of recovery, judged from the yield 
standpoint, tha,ri was experienced after the Napoleonic Wais. 
These wars commenced m 1793, and finished m 1815. For thf. 
year 1791 the average yield was £3 I2s. 6d., and for 1792 £3 10s. 9d. 
For the five years 1795-'*1799 it aveiaged £5 2s. 4d. — a maximum 
average of £5 15b. 5d. being reaclu'd for the yeai 1797. Complete* 
recoveiy had been made by 1825, the yield for thib year averaging 
£3 dOs. lid. For the five-year pern k 1 1825-1829, it averaged 
£3 11s. 2d., and for the succeeding five-years 1830-1834, £3 10s. 2d. 
For the teii-ybar periods 1835-1844, 1845-1854, 1855-1864, and 
1865-1874, the average yield was remai kably steady, b(^mg £3 5s. Id., 
£3 3s. 8d., £3 4s. 7d., and £3 5s. 3d. respectively. The rapid rise 
in the market prices of Government stocks after the Napoleonic 
Wars terminated perimtti d great con\crsi(ai schemes to be success- 
fully effected in 1822, 1824, 1830, and 1844, all of which involved 
a mq,ferial reduction in the rate of intercut. (For paiticulars, see 
later.) Before the recent war, mr the three years 1911-1913, the 
price of Consols aj^eragi d 76|, and the yield £3 5s. 6d. The average 
yield for each^of the years 1914, i 1915, 1916, 1917, 1918, 1919, 
1920 was £3 6s. 9d., £3 16s. 4d., £4 6s. 2d., £4 11s. 5d., £4 7s. lid., 
£4 12s. 6d., £5 4s. 7d. respectively. Consequently, i^ the rate of 
the rise and fall in yield during and after the* Napoleonic \yars 
be any guide, the yield for tiic live years 1930-1934 should average 

^ For this year, average for first seven months,' January-Jiily. No market 
prices available for August -December* Stock ICxchange closed 31st July, 
1914-^d ^amtary, 1915. 
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about £3 5s., corresponding to a price of 77, approximately the 
average f%r the three pre-v/ar years 1911-1913. A very important 
point to bear m mind when considering the probability of the 
recovery in the pi ice of Consols in the course of 10 (T 15 years is 
that the *profJuctivc capacity of the United Kingdom and other 
countries is now considerably greater than it was 100 years ago, 
after tlie termination of the Napoleonicy Wars, For this reason, 
possibly the price may reach 77 before 1930-1934. 

Some readers will doubtless think that Consols can never rise 
to 77, approximately the average for the three pre-war yoars 
1911-1911^ until tln.'fe is a considerable reduction in taxation. 
This opiiMon cannot fee supported by the course of the price after 
the termmatioii of thoiNapoleonic Wars in 1815, for notwithstanding 
tlu' great increase m taxation necessitated by> these wars, which 
cost* this country £831,000,000, and ‘incft^^ased the. National Debt 
horn £237,400.000 (1792) to £846,000,000 (1816), the price of 
Consols ^nid recovered to the pre-war level by 1825. Increased 
taxation 'iis admittedly an indirect effett on maiket values of 
fixed interest -bearing secuiities if its tendency to increase the cost 
of living be not count (^I'acted by factors operating in a reverse 
dll ection, such as mceased production in quant ity. The redistiTbu- 
tioii of wealth and increased taxation occasioned by great wars 
are excellent incentives to increased production. *l'here is later 
more liquid \uoney available s(X'king invest incmt or employment 
in trade at a time when large numbers of people have to work 
harder to maintain their pre-wai standard of living, m the absence 
of increased output due to nfw inventions, gi'eatei application of 
machinery, or other material aids to production. This is probably 
the mam reason why C( 4 untries engage^ m great wars in the^past 
made lapid economic recovery aft^r peaci^ was declared. If they 
possess gieat potential productive capacity, ccHnplete economic 
recovery can only be a matter of time. The irreparable loss to 
the nations engaged m the recent war was the sacrifice of a great -■ 
jiart of tl^eir, viiile manhood. The economic losses will probably 
be (jompen^ated for within a period of 10^ years. At the present 
time this and other countries ^re going tliroiigh a period of transition ; 
they are, in truth, reaping the inflation harvest. 

It has also to be lemembered^that part of the taxation paidjjy 
indivi^iual members of «i community is received back by hpliier^ of 
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the Government debt within the community, in the form of interest 
on their holdings. Part of such interest will be available for 
investment in slcurities and in industry, and hence not only tend 
to raise the prices of existing securities but to lower the cost of 
living. ' 

A great addition to taxation is admittedly a crushing bidden 
to States whose product I'Un power cannot expand, but m progressive 
manufacturing countries, such as Great Britain, production can be 
inc: cased almost indefinitely by greater efficiency, and greater 
application and improvement of machinery. Increased taxation 
is like a task master. It compels people to work liaKler, to be 
more inventive, and to introduce improvements in mamPacturing. 
It has been said that the great taxation iollowiiig the Napoleonic 
Wars made England the greatest industrial and the wealthiest 
nation in the world; owiiig tc necessity stimulating both induatry 
and invention. The increased taxation necessitated by the recen'’ 
war, heavy though it is, may yet be borne without being a heavy 
burden, if theie be a compensating incuase of production. If 
necessary, luxuries may be curtailed without affecting the real 
standard ol living. 

is considerations siuii as the above that make economic laws 
a particularly interesting and valuable study. A supdficial know- 
ledgej of the ^libject is a pitfall for the unwary, for deep down 
under social conditions basic economic laws ordiunian teiidi'iK'ics 
are continuously ‘and silently working, and trying to manifest 
themselves. 

To the contention that the financnd and economic effc'cts of the 
recent war will be felt considerably longer than the disturbance 
occa'^ioned by the Napoleonic Wars, bet ause the increase in the 
National Debt during 1914-1P>19 was twe lve tunes the increase 
during 1793-181S it may be replied that the total national income 
at the commencement of the recent war was nine or ti‘n times the 
amount at the commencement of the Napoleonic Wars. What 
the nationalMncome is at the present time (1921) it is impossible 
cld^ely to estimate, but it is undoubtedly considerably greater 
than in 1913, owing to' the* great rise m commodity prices. For 
some years henceforth it will tend to diminish as prices, profits, 
and wages fall, following deflation. 

AjKfther important point to bear in mintl, when considering the 

• • 
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matter of the rate of financial and economic recovery in the future 
(the two Jjre interdependent), is that about £6,000,000,000 of the 
increase, namely, about *£7,200,000.000, in the •National Debt 
between 1st April, 1914, and 31st March, 1920, due to the recent 
war, sim|fly represents increase in indebtedness within the com- 
murffty. HolScrs of the stocks and bonds represented by the 
National Debt, exclusive of the external de^t of about £1,200,000,000, 
are creditors of themselves and* of the other members of the 
State. 

In a previous chapter it has been pointed out that the rgal 
measure o^fhe burden* of the National Debt to a community is not 
the nomii¥il amount Uiereof but the total amount of interest the 
State has* to pay ther^'on, each year.* As conversions involving a 
reduction in the rate of interest take plaje in t]ie future, the real 
burden of the National Debt will be propprtionMly^rcduced. 

• Finally, in support of the opinion that there will be rapid 
economic recovery of this country, it cannot be said that the 
recent v^ai made any great inroads into the total capital wealth 
of the United Kingdom. If this country had not had to make 
loans to her Allies and Dottumons, thcrcjvould have been no necessity 
for her to sell any gieat amount of her foreign investments, noi*»to 
raise considerable loans m tlM3 United States. Any payments in 
the future the United Kingdom receives on account ol loans made 
to her Allies ^ind rc^parations made by foimer enemy States will 
strengthen her economic position. 

Looking at wai expenditure from a national standpoint, it may 
be said that part of it goes imthe form of profit to manufacturers 
and others engaged on war materials, and another part in wages to 
operatives, which is not therefore, altogether lost to the natjon; 
part of it is represented by ammunition and other Government 
stores which the community has produced hyk working more 
strenuously and by overtime at the factories and miJJs ; and part 
of it is represented by ammunition and other Government stores, 
th5 energy to produce which has been diveited from •productive 
industries. *It is for this latter diverted energy, owing to w3r 
conditions, that the nation has really •to pay the bill. In war 
time, energy v^iich should go to the raising of the standard of 
living and the further accumulation of national wealth is expended 
and ccjisumcd on the battlefield/ 
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The one uncertain factor to be borne in nnnd in relation to the 
future is the economic recovery of the impoverished smaMer States, 
and whether they will be able to effect such recovery without 
grave social disturbances. The volume of the overseas trade of the 
United Kingdom is largely dependent on economic conditions 
ruling throughout the world. 

Extent of the Ri^"^. Since 22nd December, 1920. — Tlie 
following table shows the rise That has already taken place in 
the price of Consols and certain War Loans since 22iid December 
last up to the time of writing — 



Issue 

Pnee 

% 

{ Price 

22nd,DcQ„ 1 
1920 

at 

17th Aug, 
1921 

\ 

^ lOsc in 
Pfniits 

Consols, 2U/o • , 

dOO 

44 i 

48i 

4J 

War Loan, 

9S 

1 

86 1 

3:; 

.. 44% 

100 

1 76? 1 

811 

4i 

.. .. 5% 

100 

61,' 

88 


4% ^ 

95 

i 9H , 

964 

5 

Funding J.oan, . 

80 

: 65i 

7l| 

(S 

Victory Bonds, 4% . 

85 

: 701 1 

1 “ ! 

761 


1 Income Tax Comivaundccl. 




In connection with the above table it has to be borne in mind 
that' prices towards the end of 1920 were unduly depressed owing 
to home and Continental liquidation iK'Cc'ss’itatec^ by financial 
pressure being felt by many trading concerns, tlie aftermatli of 
inflation. A sustained and material rise in the prices of lirst-class 
investrments is not to be expected until there is consid(Tablc 
reduction in retail prices, for, as has been e.xplained, it is tlie course 
of tiie cost of living that finally determiims the course of the yield 
of first-class fixed-mtrT(‘st bearing securities. Following the severe^ 
fall that has aliTiady taken place in wholesale commodity prices, 
adjustment ifi retail prices, based on current manufacturing and 
producing costs, cannot be delayed after this year. For the time 
being, financial and commercial liquidation, and the economic 
effects of the recent cpal stoppage have also delayeif rccove-y in 
first-class investment prices. 

In the case of several of the loans issijcd during the recent war, 
tbere is every probability that their market prices will reach parity 
before, < or soon after, the dates from which optional redewiption 
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was reserved by the jGovernment in the terms under whieh such 
loans wer'i issued. They cannot rise many points above parity, 
on account of fear of the option of redemption feeing exercised 
by the Government. The 4J per cent. War Loan of 1915 the 
Cover nme^it l^as the option to redeem from 1st December, 1925 ; 
tlie ^ per cent, of 1917 from 4st June, 1929 , and the 4 per cent, 
of 1917 (Income Tax compounded) from 15tli October, 1929. 
Wlien tlie optional dates of rctlemption arrive, if investment 
maiket conditions be favourable, the Government will exercise 
its option by offiTing holders, m exchange for old stock, a n«w 
stock bearing a lower r;ile of interest guaranteed foit^a ceitain number 
of years.* Dissentients will be paid off at par. This was the 
procedure in former tionv.t‘i sions, and the number of dissentients 
was usually small, as is shown by the pai/iciilavs given below. 

Conversions After the Napoieonic.Wars — in the case 
(4 the recent war, so during the Napoleonic Wais, it'was nccessaiy 
to issue huge Govc'inment loans to finance the operations (»f 
h(;stihties. The Napoleonic Wais terminlitid m 1815, jind, as 
soon as the market values of each of the loans issued during these 
wars tended to exceed pa#ity, the Govefnment took the opportunity 
to offer the holdcis, in exchange for their existing stocks, a mnv 
stock healing a lower rate (If interest guaranteed for a certain 
number of yeais. The exchange was usually effected by gran1;ing 
£100 of the no^ stdek for every £100 nominal of the old stock to 
be converted, eind dissentients were paid off at *p‘'^i’» Particulars 
of the four mam cemversions effected during the first thirty years 
aft('i till' teimination of tlu' Napoleonic Wais are given below, 
being i)reced(d by the particulars of the conveision scheme of 
1749. This early conversion is of histoncal interest, and was#the 
^first of any magnitude to be effected. 

An Act (23 Geo. II, c. 1) was passed m 1749 fin the conversion 
of the Four Per Cents, whieh were standing above pgr into a new 
stock bearing 4 per cent, interest for one ycai, 3i per cent, for the 
next sever^ yi^ars, and thereafter 3 per rent. The dissentients at 
first *vere fairly considerable, so they were gi v^n a second opportunify 
of considering the offei, but^ this time* the 3J per cent, interest 
was only guaranteed for five years. Holders if £38,806,496 out 
of a total £57,703,475 accepted the first offer, and the second off^r 
biougUt in a fuither aimiunt of £lf^606,937. Dissent if ntsjiold^ng 
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£3,290,042 stock were paid off at par. It i,s this converted stock 
of 1749 that formed the Reduced Tfirccs eve ntuallyti dealt with 
in 1888. 

In 1822, seven years after the termination of the Napoleonic 
Wars, an Act (3 Geo. IV, c. 9) was passed providing for the con- 
version of the Five Per Cents, which stood at 108J. The stock 
mainly consisted of “.Navy Five Per Cents." Holders were 
invited to exchange every £100'’of their stock for £105 of the new 
jtock on which 4 per cent, interest was guaranteed for seven years. 
Holders of only £2,794,276 stock dissented and were paid off at 
par, the bulk, ivimely, £149,627,876 of the .stock being converted 
into £157,109,217 New Four Per Cent, stoc-k. 

In 1824 an Act (5 Geo. IV, c. 11) was passed providing for the 
conversion of the Old Four Per Cents., which stood at 101 1 {ex div.). 
Holders were nvited to icxchange their stock for a 'flu ce-and-a-half 
Per Cent, stock irredeemable for five years. Out of a total amount 
of stock of £76,248,180, holders of £70,098,935 acci^pted, the dissen- 
tients, holding £6,149,145, being paid off at par. This dissentient 
stock was, however, actually converted into tlie Three-and-a-half 
Per Cent, stock and vested m the Natioiud Debt Commissioners. 

In 1830 an Act (11 Geo. IV, c. 13) was passed piovidmg for the 
conversion of the new Fom* Per Cents, which had been created in 
1822 and which stock was standing at 102| (ex div.). Holders 
might take £100 of a new Three-and-a-hah’ Pc" Cent, stock 
guaranteed for 10 years or £70 of a new Five Per Cent, stock 
guaranteed for 42 years. Holders of £150,790,176 stock agreed 
to the conversion, and in the inafn taking in exchange the new 
Three-and-a-lialf Per Cents. The dissent ic'iits, who held £2,880,915 
stor<k, were paid off at par, e 

In 1844 two Acts (7 & 8 Vict., c. 4, and 7 & 8 Vict., c. 5) we^c 
passed providing for the conversion of the vai ious Tliree-and-a-half 
Per Cents., ^vhich stood at 101 1 {ex div.), including some old 
Tliree-and-a-half Per Cents, created in 1818. Holders were invited 
to take in exchange for theh Thrce-and-a-half Per. Cents, a new 
stock bearing 3J per r.cnt. interest for 10 years, and 3 per \ccnt. 
for a further 20 years. Practically the whole of the holders accepted 
the offer, for out of a total of £248,757,311 stock, the dissentients 
l\eld only £103,352 stock. It is this converted stock that formt^l 
thp ^Jew Threes " dealt witl) in 1888. « 
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Easier Financial Conditions in the Near Future.— A rise 
in the majlcet values of first-class securities will be cumulative in 
hastening the restoration of sound financial concfitions. If the 
present fall in commodity prices continues, investment market 
, conditions* shcjuld be favourable for the Government funding, 
withm a period of two years,* the greater part, if not the whole, 
of the floating debt. Another beneficial^ effect of rising market 
values of seciu-ities will be that tlTe banks will effect sales of part 
of their War Loan investments when market prices approach to 
or reach original subscription prices, in order to accelerate deflation 
and restoralion of sevhd financial conditions. Jaking the banks 
collcctivelf, a sale of part of their holdings of investments to the 
public effc*cts, per conim, a* corresponding reduction in their deposit 
liabilities, and therefore of the available ^^urchaeing power of the 
community. 

•During the eaily stages of a great war, the prices of Stock 
Exchange ’ecurities naturally fall more lapidly than any increase 
in coinmoaMy prices, for it takes time.for \^ar conditions t^) reflect 
themselves in a rise in commodity prices. The fust impulse of 
traders at the outbreak df war is to reduce their sti.cks. 
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Average Price of Consols (Three ^Per Cents) 

For 1 year ^ For Fpr For Ia For 

* 5 years. 10 years. 20 years. 40 years. 

1835 . . . 

18v36 . . . 89 7 

1837 . . . mi 91 ■ 

1838 . . .921? 

1839 . . . 91,-;, ' 92| ■ 

1840 . . . 90i: ^ 

1841 . . . 89i » 

1842 ... 92 I 93} 

1843 . . . 95i 

1844 . . . 99| J 

«' 1845 . . . 98| ^ 93i 

1846 . . . 95i 

1847 . . .^87^ 91}:; 

1848 ... 85V 

1849 . . . 92^ J . , 

1850 . . . 96^ ^ 91 J ' 

1851 . . . 07]} K 

1852 . . ^ . ^9^ 96V J 

1853 . - . 97} 

1854 91 J ) 

1855 . 9.)V ) 

1856 . 93 J 

1857, . . . 917 V 

1858 . . . 9SM 

1859 ». . . 95| J m 

1860 ... 94 ^ a r * 

M861 . . .94 

1862 ... 93 92J j 

1863 . ^ . 92M 

^864 ... 90 JV J 

1865 . . . 89i ^ 92/ 

1866 ... 88 

1867 . . .’ 93 91 /, 

1868 . . 935 

1869 . . . 92J J 

1870 . 92^ . 

1871 . . . 92} 

1872 . . .924 92 

*1873 . . . 92 M 

1874 . . . 92i j * 

1 Up to the ye?r 1839 the mean of the highest and lowest prices. For tiie 
years 1840-1874, the middle pnccs at 1 o'clock on each day averaged for the 
year. • 

[The above tabic is particularly mb n sting as illustrating that, notwith- 
standing fairly considerable variations in annual averages, there wAs a 
general tendency over a period of 40 years for the priLe of Consols to 
fluctuate around 93, at .which price a 3 per cent stock yiVlds p 6d 
By the Conversion Scheme o^ 1888, the interest on ( onsols was reduced to 
2J per cent from 5th April, 1889, and tc/2J per cent, from 5th April, 1903. 
(Mr. A H Gibson thinks that tvilhin a period of 10 or 1.5 years the price of 
Consols will appreciate to about 77 (average for year), at which price the 
^el<i (with ihe present 2| per cept • interest rate) will be /3 .5s . about the 
same as the average yield for thc^ forty-year p«riod 183.5-1874 )] % 
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Commodity Pricer and the Yield of Consols Since 1791 

[Five-year Averages for the Period 1795-1919) 

•• • 


Average for 

• 

Index Ntmibcr of 
Commodity Pnees ' 

Yielcl of Consols at 
Market Price “ 

• • 

• 

£ s. 

d 

1791 

102 

3 12 

0 

1792 

106 

3 10 

9 

1799 

113» 

3 19 

0 

1794 

112 

1 8 

9 

1795-99 

137 

5 2 

4 

1800 ^4 

145 

4 14 

9 

1805-09 

158 

• 4 15 

3 

18M)-14 

, 144 

4 16 

0 

18J5-19 

128 

4 5 

10 

1820-24 ' 

► 106 

3 10 

9 

1825-29 

101 / 

f 3 11 

2 

1830-34 

91 * 

3 10 

2 

1835-39 

98 ‘ 

• « 5 

10 

1840-44 

92 

3* 4 

4 

l«45-49 

85 

3 5 

.3 

IbV' 51 

85 

3 2 

2 

18^^ 59 

98 

• 3 4 

2 

1800 04 

101 

3 5 

!• 

1805-09 

100 

.! 5 

-7 

1870 -74 

103 

3 4 

I0 

1875 -79 

91 

3 2 

11 

1880-84 

83 

2 19 

11 

1885-89 

70 

2 19 

4 

1890 94 

68 

2»10 

4 

1895-99 

0,1 

2 10 

3 

1900 04 • 

71 

2 17 

0 

1905 09 

75 

. 2 17 

10 

1910-14 

82 

3 5 

0 

1915-19 

163 

4 6 

10 

1914 


3 6 

93 

1915 

108 

3 10 

, 4 

1910 

131 

4 0 

0 

1917 

175 

4 11 

5 

1918 

192 

4 7 

11 

1919 

206 

4 12 

6 

1920 

248 

•5 4 

7 



• 



‘ tor tli(’ pt-ricxl 182(L-1912, the index uunilx;r taken is that ot Sauerlxxk, an?l for 1913-1920 
that of The Staltd (in^ontinuation of Sancrlicck) For the early r^riod 1791-1819, the index number 
IS that of Jevons this imiltipher uprtsentiiiK the latio iK'tWM'n the index number of Sauerbeck 
and th.if of Jevons aveiagi d foi the p nod 1820 1829 l-or this ain^othei le isons, the index numbers 
shown above for the p-riod 1791-181^ m.iy not be strietl>«romparable \silh those for later >eais 
compiled by bauerberk. • 

* Up to the year 1835, .and for the year 1920, >ield is bas«d on the mean of the highest and lowest 
prices for each year For the period llMO-1919, yield is based on the middle prices at 1 o’clock on 
each day averaged for the year. 

• Average for first seven months. (Stock Exch.atigc«closed 31st July, lOU-SrdjJanuary, 

The aifificial minimum price of (^nsols was not rcjjnovcd milll November. , ^ 
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The Average Price and Yield of Consoi^s/ and the Index 
Number of Commodity Prices, for Each Year Since 1820 

r 


Year. 

Average 
Price for 
the year.* 

1820 

67;.=; 

1821 

733 

1822 

79,-^ 

1823 

782 

18J4 

90 i;] 

1825 

84 1 

1826 

79,;, 

1827 

m 

1828 

84 f 

1829 

89!^. 

1830 

85J 

1831 

79i,| 

1832 


1833 

87| 1 

1834 

90t ■ 

1835 

91 A, 

1836 

89,7, 

1837 

902 

1838 


1839 

9]C« 

1840 

90i 

1841 

89i 

1^42 

92 

1843 

95i 

1844 

99| • 

1845 

98| 

1846 

95 i 

1847 

87i 

1848 

852 

1849 

922 

1850 

962 

1851- 

972 

1852 

998 

1853 

97f 

18€4 

912 

1855 

902 

1856 

932 

1857 

912 

1858 

962 , 


Causes Affecting Price, and therefore Yield. * 


Yield at 
Average 
Pnee. « 


Index No.of 
I Commodity 
Prices.* 


Commoc^ity prices f.illiiig 

« 

Commodity 

Prices \ Commercial and 1* inane lal 

rising I Crisis, 1825 


Commodity 

Prices 

falling^ 


Revolution in France, 1880, 
caused uneasiness Great 
social disturbances in U.K. 
also caused fall In price of 
Consols. Introduction of 
Reform Bill, 1831 Passed 
nbotb Houses in 1832 


Rise in Commodity Prices 
i Fall in •Commodity Prices 

I Commodity Prices rising 

j Commodity Prices falling 

X Commodity 
/ Prices 
\ rising. f 

' , •{ Commercnl and Financial | 

1 i Crisis, 1847 

f Commodity Prices falling 


Commodity Jcnme.m War. 1^54 1855 
Prices ' f Ppcc signed, 1856. 
rising. ) 

Commercial and Financial 
Crisis, 1857 

Fall m ( ommodity Pnccs 


£ s. d 
4 8 3 
4 1 4 

3 15 8 
3 16 1 

3 6 1 

3 10 11 
3 15 . 9 
3 12 2 
3 10 V 
3 6 
3 9 10 
3 15 3 
3 118 
3 8 4 
3 6 6 
3 5 1 1 
1 

0 * 

4 6 


3 7 
3 6 


3 

3 5 7 
3 6 6 
2 
3 
0 
5 


3 

3 

3 

3 

3 

3 2 

3 ' 8 

3 10 

3 

3 

3 

3 

3 

3 


7 
5 

3 
0 

0 10 
8 
9 
2 

4 10 
2 2 
1 9 

5 
5 


0 

1 

5 4 ! 


3 6 
3 4 
3 5 
3 1 


112 

106 

101 

103 

106 

117 

100 

97 

97 

93 

91 

92 

89 
‘91 

90 . 
92 
102 

94 

99 
103 
103 

100 

91 

83 

84 
87 
89 

95 
78 

74 

77 

75 

78 
95 
102 
101 
101 • 
105 

91 


' ConsolrfAtol Thref Per Ontl. from 1820 to 1888 (Sth April), thm Two-and-Threc-QuarP-^ Per 
:ints until 190 1 (5th April), and thereafter 1 wo-and a Half Per Cents ^ • 

* Up to the >ear 1889, and foi^tbe year 1920, this average is the mein of ‘^{highest aiiiMowest 
.rices during the year For the yeais 1840 1919, the average rcpicsuits the middle pric es at 
o’clock on lach dav averaged for the year. The difference between the two methods of lalcula- 
lon of the average is usually only fractional, notwithsUnding an extrentj fluctuation of severa 
Kiints in the pruJi during the year. ^ 

» A change in direction of conimotlity prices often precedes by a yc.ir a like change in direction of 

ftld |f Consol ,^ r * 

VFor tke period 1820 1912 the index mipober is that of Sflueibeik, and for 1913-1120 that of 
rfu Statist (in continuation of Sauerbeck). 
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The Average Price and Yield of Consols,^ and the index Number 


OF Commodity Prices, for Each Year Since 1820 — Continued 

^ — 


■ — 

Average 

- ». 

1 

“ 9 

Yield at 

ndex No. of 

Year. 

Price for 

Causes Affecting Pnee, and therefore Yield.* 

Average 

Commodity 


the year.* 



Price. 

Pneos.* 

185? 

95J 

• 


• 

f s. d 

3 3 1 

94 

1860 

94 




3 3 10 

99 

1861 

1862 

91i 

93 


( oinmodity Prices ijsing • 

3 5 7 

3 4 6 

98 

101 

1863 

92f 




3 4 9 

103 

1864 

904 




3 6 7 

105 

1865 

m ‘ 



3 7 1 

101 - 

1866 

88 . • 


Commcji^lity 

Banking Crisis, 18G6. 

3 8 2 

102 

1867 

93 


Priecs 


• 3 4 6 

llO 

1868 



fcillimg 


3 3 11 

99 

1869 

9«7 



Franco-Gcrman War, 1870- 

3 4 7 

98 

1870 

m 


• • 

1871 

3 4 10 

96 



Notwithstandinp; Commodity Fnccs 


100 

1871 

92? 


rising, price of Consols njaint^mcd ' 

3 4 8 

1872 

92i 1 

FrAnco-(iernian W.ir, 1870^1871, 

3* 4 10 

109 

♦873 

92i 1 

( aused large inflow of money from 
Continent for safe investment 

3*4 10 

111 

1874 

92.', 



3 4 10 

102 

1875 

93 ; 



3 4 0 

96 

1876 

95 



3 3 2* 

’ 95 

1877 

95| 

General 

• 

3 2 11 

94 

1878 

95f',. 


tcndiMicytif 


3 3 1 

87 

1879 

97 J 


Commodity 


3 1 7 

83 

1880 

m 


Pnc('S 


3 1 0 

8^ 

1881 

100 

downwards 

• 

3 0 0 

85 

1882 

lOOJ 1 

owing 


2 49 S 

¥ 

1883 

101 A- 

mainly to 

Pi ICC of Consols prevented 

2 19 4 

82 

1884 

1885 

101 , 
99i 


Aipid 

develop- 

flora rising much above 
parity through fear of con- 
version. 

2 19 5 
r 3 0 5 

76 

72 

1886 

100* 


ment of 


2 19 6 

69 

1887 

101* 


young food 

Conversion Scheme, 1888 

2 18 11 

68 

1888 

99 i 


and raw 

F#te of Interest reduced 

3 0 4 

70 

1889 

98 


matcnal 

from 3% to 2J% fioiii 5th 

2 17 5 

•72 

1890 

96^ 


producing 

' Aptil, 1889. 

2 17 1 

72 

1891 

95 1 


countries 


2 17 5 

72 

1892 

96U 


during* 

• 

2 16 11 

98 

1893 

984 


seventies 

• 

2 15 10 

68 

'“^894 

1014 

and eighties 


2 14 5 

63 

1895 

106i 


•2 11 10 

62 

1896 

110} 



2 .9 8 

61 

1897 

n2jj I 



2 8 11 

62 


1 Consolidated 'ITine Per Cents from 1820 to 1888 (5th April), then Two-and-Vhrce-Quarter Per 
Cents, until 19^ (.‘>lh April), and thereafter Two-and-a-Half Per tents. ^ 

* to the yifar 1839, and for the year 1920, this averaKc is the mean of the highest and lowest 
prices during the year. For the >ears 1840-1919 the averai# repi-cscuts the middle- prices at 
1 o’clock on each day averaged for liie year. The diflerAcx' lictween the two methods of c,ilcula- 
tion of the average usually only fractional, notwithstanding an extreme fluctuation of several 
points in the price during the year 

• A change in diiectioii of commodity prices often precedes by a year a like change in direction of 
yield of Consols 

^ For the period 1820 1912 the index mimbnr i^that of Sauerbeck, and for 1913-1922 thft of 
The Statist (in continuation of Saii^rbeck). • 
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The Average Price and Yield of Consols,^ and the Index Number 
OF Commodity Prices, for Each Year Since 1820 — Continued 


Year 

Average 1 
Price for j 
the year.* j 

1898 

non : 

1899 

106J ’ 

1900 

998 

1901 

94 i 

1902 

941 

1903 

90 i 

1^04 

m 

1905 

89; ‘ 

1906 

88 

1907 

84J 

1908 

86,'^ 

1909 1 

83J 

1910 

81, \ ! 

1911 ! 

79/, ' 

1912 1 

78^ 1 

1913 1 

m \ 

1914 

74P , 

1915 ! 

65i 

1916 

58 1 

1917 


1918 

501 

1919 

54r'i ; 

1920 

47^- 


Causes Affecting Price, and therefore Yield.® 


i Commodity ' 

Prices Market gradually discount- 
uig reduction in Rate of 
nsm'-,. , Inter. St from 2i% to ‘2i%. 
) S’th African to come into oix'iatiou from 
C War, 1899- ^th April, 1903 
1902 

i Commodity 
Prices 
’rising 

Ameman Crisis, 1907 

Fall m Commodity I’rices 


iCopamodity Prices rising 


I Rapid r^e in Commodity Prices 
i Great Europi an War, Ang , 1911- 
Jiinc, 1919 (Armistice, Nor , 1918 ) 
Unprecedented' inflation of credit 


<o 


Yield at Index No of 
Average Commodity 

Prne. I’riu-s.* 


£ - d 

J 

2 9 7, 

64 

2 11 0 

68 

2 15 2 

75 

2 18 4 

70 

2 18 3 

69 

2 16 6 

69 

2 16 8 

Vo 

2 15 • -3 

72 

2 16 7 

77 

2 19 5^ 

SO 

2 18 

73 

2 19 5 

74 

3 1 8 

78 

3 3 0 

8P 

3 5 8 

85 

3 7 11 

85 

3 6 9 

83 5 

3 16 4 

108 

1 6 2 

136 

4 11 5 

175 

4 7 11 

192 

4 12 6 

206 

5 4 7 

248 


1 Consolidated Three Per Cmts from 1820 to 1888 (Sth ^prll), then Iwo and-Thn c-Quartcr P. r 
Cents enlil 1903 {Sth April), and thtr. after Two-and-a H ilf P.rCdits. 

* Up to the >e.ir 1839, and for the year 1920, this av. rige is the nuaii of the highest uul low.st 

pncps (luring the )(*ar lor the >»ar^ 1H4U the tiverage rtpresfiit'^ ll ‘ niuUllt pMU's at 

1 o’clock on ^ath day avtn gtd for th( y^ar Ihc dilhnnce hetwern the Iwt) inf thrxls of (alrula- 
tion of thi av.rage is usually only fiactional, notwithstanding an extruiie fluctuation of s( viral 
points in the prne dunng th< year 

* A change in diriction of commodity priors often prceed.s hy a year a like change in direction of 

yield of ^onsols ‘ 

* For the period 1820-1912 the index nural^cr is that of Sauerbeck, and for 1913-1920 that of 
Tht Statist (in continuatmn of Sauerbeck) 

* Average for first seven months. Slock Exchange closed 31^st July, 19l4-3rd January, 1915. 



CHAPTER XV 


FOREIGN EXCHANGES 

% • 

The main movements of the exchanges since July, 1914, and 
Die chief operating causes, arc reviewed in the following pages 
at various stages broadly hmitec^ by four successive peiiods of 
time, namely — 

1. Collapse of the exch.inges at the end of July and commenc^'- 
iiient of August, 1914,.\then the European War ajiyeaied inevitable. 

2. Gradftal restorati(#n of exchange machinery after the outbreak 
ot war, frTmi Septemb*! t® December, 1914. 

3. The peiiod 1915-1918, and coveiij^g tlKj Aimistice date, 

11th •November, 1918. * ^ * , 

•4. Since 1919, and coveiing the date of signing df Peace, 28th 
June, 19 

It is to I noted, however, that no attem^it is made to levicw in 
di'tail the innumerable influences that have affected exchange lates 
fiom day to day since 1911 (except a^ the outbieak of*var). To 
do so would not only require the space of a separate volume, liut 
an intimate knowledge of certain concealed Goveinment operations. 
]\Ioreover, such a detailed narrative, if possible, would probably 
diveit the miiid fidm clearly grasping the mam economic forces 
that have determined the ultimate course of the various exchanges 
since 1914. 

Collapse of Exciiaxoes 

The course of exchange rates for the ])eii<Kl 23id July^th 
1914, is shown by the tabte given on the next page. A 
study of these lates distloses the followang ]ioint^«— 

{a) The ultimatum presented by Austiia to Serbia on 23rd 
Jidy produced no discernible immediate effect on the exchanges, 
the reason ^fo^ the steadiness m rates being that it was generally 
felt <#11 that 'day that if w^ar bioke out it would be localized. 

{b) During the next hmr jlay-, 24th- 27th July (the 26th was 
a Sunday) uneasiness wds disclosed by s(une of the exchanges. 
Paris, which had at this time a balance in London m her favour, 
began #10 call in part tf these funds, and the Pari^ rate f?11^2J 
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centimes. The German 8 days rate rose 2^ pfennige, and the 
Vienna arj^cj Italian rates 10 and 9 points. A small rise is also shown 
by the Madrid and Stocklaolm rates. The exchaVige of Russia, 
which country was pledged to support Serbia, rose 62^ points. 
The New York Cable transfer rate increased from 4*8885 to 4*9450. 
All ^hc above-named rises were largely due to London calling in 
floating balances held abroad. The Belgian, Dutch, Swiss, South 
American, and silver exchanges,* however, remained remarkably 
steady, and also during the next two days, 28lh and 29th July, 
with file exception of the Valparaiso rate, which fell from 9.21/32d. 
on 25lh Jiify to 9Jd^*on 29th July, and the Rio de Janeiro rate 
from 16d«to 15.11/16d. between the same dates. 

(c) WiTr was declared by Austria on Serbia on 28th July. On 

this and the next day several of the Euypean^ exchanges showed 
considerable movements, a prelude #10 ^he cdllayse a few days 
l^ter. Dining 28th and 29th July, Paris continued tt-) call in money 
fiom Lc "don, and this important rate dining these two days fell 
10^ poin. The German cheefue late r(#se 14^ points, but the 
Vienna rate only a finther 2J points. The* Italian rate became 
nominal. StocKlioliii roie points. ^The Montreal and New York 
rates were largely nominal. • 

All the leading foreign ex(?hanges were affected during the last 
few days of July by the avalanche of securities bfing thrown on 
the maikcts^nd the closing of the various Stock Exchanges. 

(d) From 30th July to 4th August there was^a general collapse 
of the European and North American exchanges, all rates at first 
being nominal, and later no* quotations being obtainable.. 

'The New York Cable rate W'as marked up to 7.00 on 1st August, 
but it IS doubtful if much business was done on this day abovc^S.OO. 
„,^The reasons for the breakdowpii of the exchange machinery 
were five — 

(i) A general call in by banks and financial hordes of balances 

held abroad, whether at call or at short notice. , 

(ii) A gei^eral demand by traders abroad for sterling exchange 
to liieet maftui ing liabilities in London, in particular their obligations 
to Lonckui Accepting Houses. There* was not sufficient sterliug 
exchange a\’ailablc to incct the great and sudden demand for 
same. The creation of finance bills had ceased. 

(iii^ The inevitable tcollapsc of^exebanges with ^eny Stales, 
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which reacted immediately on the exchangees of other countries, 
owing to the interdependence of the various exchanges^, ^ 

(iv) The closing of the Stock Exchanges. 

(v) Resti ictions placed on the export of gold by several countries. , 

In consequence of the above influences, arbitiage operations t 

became impossible. 

On 1st August, 1914, Geimany declared war on Russia, and two 
days later on Fiance. On 4th August, Gieat Biitain declared war 
i)i. Germany. During these successive clcclaiations of war, the 
Ebstein and South Ameiican exchanges showed little movement. 

Restoration of Exchange Machinery 

c 

The paramount necessity of the rcstbraf'ion of the exchanges 
with all countries^ exce\ t enemy States, for the resumption of 
international trading was early recognized by the British Goverii- 
ment. With this object in view, vaiious measures and pioclama- 
tions were announced during Auguct and September, for pa.ticulars 
of which sec Chapters I and II. 'I'lie Goveinmeiit undertook 
enoi moils habihtics in the foim of guarantees, and the measuies 
were successful in impartihg momentum to the machinery of 
exchange. The gradual restoration of the various exchanges is 
clearly shown .m the table given on the next page. 

There was a rapid restoration of the excjianges from 10th 
September onwaids, with one or two exceptions, rates l)y the end 
of the year being within reasonable proximity to the respective 
parities, though in several cases n(p within the custcmiary gold 
points.' The Lisbon exchange, however, re-oi)ened and moved 
decidedly adverse to that centre, reaching 37|d. on 3Ist December, 
as against 46d. on 29th July (hvUno the exchange collapsed along 
with others). The PetrogiaiD exchaiigi', which was in the neiglT^ 
bouihood of 96 before the collapse .it the end of July, w.as re-opened 
at a considerably higher figure, and was 1 17 at the close of the year. 
This higher .level was laigely due to the extreme difliculty 6f 
Ru^ssia finding an outlet for her products, and the immense number 
of men she eni oiled in 4 ler ^several armies. Very little alteration 
is shown in the Eastern exchanges, nor in the Bueros Ayres and 
Monte Video rates, but the Valparaiso'^ exchange moved more 

c 

‘ ^t*l’cj:crsb*urg di.T-ngcd itb name, to Pc trograd' after tl'r (julbrcak 6i war. 
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adversely against that centre, and wide fluctuations took place 
in the Rio de Janeiro rate. The New York and Mon^i;eal Cables 
both receded fo within the pre-war gold points (4 84 and 4 89) ^ 
by the end of the year, being 4‘85J and 4'881 respectively on 
31st December, 1914. 

The Exchanges During 1915-1918 

The exchanges during this vong war period present seveial 
interesting features, as will be observed from the table of rates, 
at certain intervals, given on the next page. 

(a) Taking first the period covered by the years, 1915 (7th 
January)-1918 (28th June), the rates show that the French, Italian, 
Lisbon, and Petrograd exchanges moved ^n favour of London, 
but those of Holland, S^'^ain, Switzerland, Scandinavia, and South 
America (with the exception of the Rio de Janeiro rate) moved 
adversely. 

The French, Italian, and Russian currencies would have undoubt- 
edly depreciated more than as sliown by the table except for a 
series of large sterling credits having been periodically established 
on behalf of these countries by the Biitish Government. The 
attempts by the British and French Goveinments, after the second 
year of war, to stabilize the Paris late by arrangement of loans 
and credits, both in London and New Yoik, and through the 
release of gold by the Bank of France, the table clearly proves to 
have been very successful. Possibly the attempts to stabilize 
the Russian exchange on London would have met with a similar 
success but for the uneasiness created by the after-effects of the 
Russian Revolution. Up to the end of 1915, exchange on London 
became increasingly unfavourable to Russia, owing to the stoppage 
of her export trade at a time when she ui gently iccpured increascxl 
quantities of foreign commodities. Her usual exports of grain, 
provisions, ray materials, etc., were considerably restricted by 
the closing of the Dardanelles and the cessation of trade with 
Germany and other countries via the Baltic ports and the railways 
over the West frontier. During 1916, though the PetxOgrad '■ate 
showed fairly wide fluctuations, yet it^did not exhibit any general 
tendency to further depreciation. The ^abdication of the Czar 

^ Gold points arc not fixed points, but vary slightly according to the 
currenf rate ot* interest and other variable costs. ♦ 
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in the middle of March, 1917, had no immediate effect on the 
Russian exchange, but the after-effects of the Revolution — the state 
of internal di^oideis and anarchy existing m Russia from June 
onwards — caused rapidly increasing depreciation m the exchange 
on London, until, in 1918, quotations were unobtainable. 

The exchanges of the main neutral countries naturally, during the 
war, depreciated against London, on account of Great Biitain not 
lieing able to pay immediately for all imports from such countries, 
either by expoits, gold, or other forms of settlement. ThrcAigh- 
out the war, with the exception of during the year 1916, her adverse 
trade balance rapidly increased. War conditions not only caused 
considerable altenition in the customary channels andc volume of 
international tiade, but threw a heavy strain on the ^^roductive 
power and financial re'‘''>uices of Great Biitain. vShe had not only 
to provide for hef own Aimies, but al.ao for a consideiable pxirt of 
the leqmreimnts of hei Allies. London ci edits o])ened on beh If 
of tlie latter were paitly the reason for adveise neiitial exclianges. 
To what extent adveise mbvements in some ol the neutral exchanges 
on Londlin dining tl:e war were due to increase in the indebtedness 
of Great Britain or of her Allies to tho^e cmintnes, it is not possible 
to state with any degree of certainty. But with reference to such 
indebtedness the following statement was made by the Chancellor 
of die Exchet|Uer in the House of Commons on 24lh July, 1917 : 
“From the beginning this country has born'' the^wholc of the 
expense of supplfes to all the Allied countries whiih were produced 
in the United Kingd(*m. Up to the tune of the entiy of America 
into the war, we also bore in the cas^ of some of the Allies the whole 
of the expenditure outside their own countiy, and in the case of all 
of them some poition of the expenditure out of their own country. “ 
(At the outbreak of war, several of the neutial exchanges moved 
temporarily in favour of London, on account of the geneial calling 
in of money at call or at short notice, previously lent to foreign 
countries, by British banks and financial houses, and the 
withdrawabof customary ciedit facilities.) 

The exchange with Holland was, dining the wan, to a ,yery 
material extent controlled -by England. ^ 

Part of the further depreciation in several of the neutral exchanges 
during 1917 is also to be accounted for by the tightening of the 
bfockade ar^>und the Central Powers. The closer blockade led to 
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a considerable reduction in the volume of goods imported by the 
surrounding neutral countries, especially in the volume of goods 
imported from America, anti is therefore bound to nave exercised 
some influence on neutral exchange rates on London. 

^ Another kiteresting reason foi the exchanges of the Scandinavian 
counTnes moving moie and more adversely to London dm mg the 
war was that settlement with such countries had necessarily to 
be made or offered largely in the ^orm oLgold, on account of the 
small amount of Scandinavian securities held by the Allies. An 
unexpaited situation arose in consequence. Owing to surfeit qf 
gold, ^nd alsb to their •desire to obtain certain commodities from 
the Allies, ^hc Scandinavian countries chose repeatedly to permit 
exclu nge fates to fall qath^^r than take more gold fiom the Allies. 
Early m Eebiuaiy, 1916, the Swedish Pryrfiameiit passed a law 
releasyig tlie National Bank from an ..ol dilation'* to^buy gold. It 
wafc contended at the time that, owing to gieat mcrea-ses in exports 
to Groat Bii ' iin, Sweden was m danger of being flooded with gold, 
and inflatfon sas feared as a conseepieiK^. By April, Norway and 
Denmark had adopted similar measures, and ^t appears fliat the 
respective State Bank iKi^es'were then at a piemium as tompared 
with gold. Attempts by the Allies to stabilize the Scandinavian 
exchanges were also rendtaed impossible on account of the large 
sums that weie continually accruing during the waf m favour* of 
Scandinavian ^hipo^vners, wLo carried for the Allies enormous 
freights at very high rates. 

A sentimental influence that tended to cause depreciation in 
the cuiiencies of belligerent etmntiics during the war wa*^ the 
alarm felt by neutral nations at the growang wai expenditure of 
the belligerents. , 

With reference to the great appreciation in Spanish currency 
^^dunng the period under review, it has to be boii^e in mind that 
of all neutral countries in Europe, Spam suffered the least amount 
of interference m its foreign trade during the war. l5ot only was 
its gcogiaphical position a very advantageous one, inasmuch as 
it wa'^remotu om the w’ar zone, but it wais able to cany on a larg^ 
and highly piofitable trad^ with France *an(/ England without the 
^risks of a long sha transit. As these countries were in great need 
of Spanish products, both raw materials and finished goods, regard- 
less of ^ost, the balance pf trade A^as inevitably greatly in favour 

• • « 

22— (1723) 
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of Spain, which country in consequence became the chief creditor 
nation in Europe during the war. In an attempt to minimize the 
depreciation fn sterhng, gold was sent to Spain from America, 
indirectly provided by England. 

The general tendency of the New York exchange during 1915 
and the greater part of 1916 was downwards, though there w'ere 
somewhat violent oscillations. At the commencement of 1915 the 
cable rate was within tite custcwnary pre-war gold points (4.84 and 
4.89), being 4.85J on 1st January. By 17th February, 4.80 was 
touched. Between that date and 14th June the extreme fluctuations 
were 4.82J and 4.78|, and between ISth- June ana 61h August, 
4.77J and 4.76^. At the end of February, March, April, May, 
June, and July, the rates were respectively 4 80^, 4.'80J, 4.79J, 
4.78J, 4.76J, and 4.76f^f During August there took place an excep- 
tionally heavy fad in (he rate, 4.59^ being reached at the .end of 
the month. ‘On 1st September there was a severe fall to 4'.47, 
which, however, proved to be only temporary, the rate responding 
to 4.64 the next day and to 4.70 on 3rd September. At the end 
of the 'Inonth the 'rate was 4.72. The general tendency during 
October Svas downwaids, 4.62h being reached on 27th of that 
month. Thereafter, the tendency was upwards (until the stabiliza- 
tion of the exchange, see below), being recorded at the end 

of December; To some extent, the New Yoik exchange was 
supported during the second half of 1915 by the Bank of England, 
acting on instructions from the Treasury, purchasing American 
Dollar Securities in London and transmitting them to New York 
for sale. From 6th January, 1916,^'to 20th March, 1919,^ the New 
York rate was maintained between 4.76 and 4.77, mainly in the 
neighbourhood of 4.76J, by the efforts of the Exchange Committee 
in London. ^ The rate was successfully stabilized by the expo rt of 
gold to the United States, the repatriation of American securities 
held by the Allies, the arranging of loans in the United States 
with American and other securities pledged as collateral, and 
from 25th 'April, 1917,* by direct loans from the American Govern- 
ment to the Allies. The stabilizing of the New Yo^k rate for a 
long period was very cr^'ditable to thf Exchange Committee in 

^ Date from which control was removed 

* See Report of American Dollar Secunties Committee reviewed in Chapter 
yi, Seebon, " Borrowings, Abroad.” 

• IVmer 1 C a' entered the war on the side of the Allies on 5th April- 1917 
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London, particularly in view of the United Stales of America being 
the country^ from which the Allies obtained during the war the 
major part of their external supplies. * 

In the case of the Montreal cable rate, the table shows that a 
'severe fall l^ok place during 1915, 4.74J being reached at the end 
of the year. Thereafter, at six»months intervals up to 28th June, 
1918, the rate was fairly stable at 4.76-4.78, in rough sympathy 
with the stabilized New York rate* * 

The China exchanges during 1915-1918 moved adversely to 
Londorf, largely as the result of the keen demand for silver fiorn 
practidilly alTcountries^.*As a consequence of considerably increased 
demand foa coinage purposes, silver rapidly rose^in price. With 
every upv^ard movement yi silver there was an increase in the 
value of the Hong-Kong dollar and the ‘^langhai tael. Owing 
to the. lixed sterling price of the rupe;' (iS Rs. tb Q), the Indian 
exolianges were prevented from showing a sympathetic movement 
with the China exchanges. As a natural result, rupees became 
scarce, anfl ihe exchange banks had pr^Tct’^'ally their operations 
confined to the financing of Indian exports of national imp?>rtance. 
During the war, the balance of trade was heavily in favou]*of India. 

(b) Reverting again to the last table, it will be observed tlvit 
between 28th June and 11th November, 1918 (the date on which 
the Armistice was made with Germany), there was considerable 
improvement the.sense of movements towards parities) in the 
European exchanges and in the Montreal rate. (The New York 
rate at this period was pegged at about 4.76 J, as already explained.) 
This improvement, it has to b« noted, took place largely dqring 
September and October, following victories by the Allies and 
requests for peace by Austria and Bulgaria. The South American 
rates, however, showed little change, with the exception that 
^..hifeaii currency depreciated heavily. During several periods of 
the war certain exchange rates fluctuated to some extent with the 
varying phases of hostilities, on account of sentimental reasons. 

(c) After the date of the Armistice, 11th November,* the table 
shows^that tKe neutral exchanges, by the end of the year, re-acted 
against London. 

* 

The Exchanges Since 1919 

The course of the exchanges siifce*the commenceme»t of Ifil^, 
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which at certain intervals is shown on the following page, may, for 
the purpose of review, be conveniently divided into tljifee periods, 
namely : {a) Yhe first six months of the year 1919, during which 
protracted peace negotiations were taking place at Versailles ; 
(6) the last six months of 1919 and the first three moiilhs of 1920. 
dunng which there was a very ra'pid increase in wholesale com- 
modity prices ; and (c) the period since 1st April, 1920, during 
which in this and othet couniries, with a few exceptions, there 
has taken place a great re-action in prices, the fall being accom- 
panied or followed by a general trade slump and growing unemploy- 
ment, the usual accompaniments of a pepod of rapidly ‘ falling 
prices. Below t\iere are given reasons for » the mam movements in 
the exchanges during the above-named periods. ® 

(a) Peace was pgneM^on 28th June, 1919. During the preceding 
six months, whil4 peace negotiations were taking place, it will be 
observed from the table that — ^ 

The currencies of France, Belgium, and Italy depreciated, partly 
on accoimt of increasing import’s from this country arid reduced 
amounts of new loans from the British Government. In Paris, 
official control of the exchange rate, thpough sales of sterling, was 
removed about the middle of March. 

The exchanges of vScandinavna, Denmark, Holland, and 
Switzerland Ihoved upwards towards parity (the Christiania and 
Copenhagen rates even rose above parity), aUo largely on account 
of increasing ex^xirts to such countries, in particular of textiles. 
Neutral countries bought large stocks of high-priced finished goods, 
partly with the object of re-sale ‘to Germany immediately after 
the signing of peace. 

^ fall of comparatively small degree is shown by the Madrid 
rate, but the Lisbon quotation moved materially in favour of 
London, and further away from parity. 

Government control was removed from the American exchange 
on 20th March, and thereafter there took place a rapid f^l in the 
New York* rate, which by 30th June reached 4.59^.^ The Montreal 
r^te fell in sympathy, though not to the same degree. , 

Little net movement w?is shown by the China exchanges during 
the first six months of 1919, largely because the DViited States and^ 
British Governments fixed a maximum price to silver of about 

^s. id. per*ounce f<^r the peribcf August, il918-May, 1919. . 

« • • 



The Course of the Exchanges since th^ Commencement of 1919 



)und sterbng. 

jvemment control was removed from the" American exchange on 20th March, 1919. 



342 


BRITISH FINANCE, 1914-1921 


The South American exchanges all moved towards their respec- 
tive parities, the Rio de Janeiro and Valparaiso rates moving 
adversely anci the Buenos Ayres and Monte Video rates more 
favourable to London. 

(b) During the nine months ending 31st March, 1920, following^ 
the signing of peace on 28th June,*- 1919, considerable movements 
took place in several of the exchanges. The rates ruling at the 
dates taken in the table ’do not* show the full extent of the extreme 
movements experienced during this period. The greatest changes, 
i,t will be observed, took place in certain Continental rates'. Such 
movements were, to a large extent, due to^ inflation* of credit and 
currency and high-priced imports from the United Kicigdom. 

The currencies of France, Belgium apd Italy all ® materially 
depreciated. The FflKich exchange reflected the full effects of 
decontrol in ^arch, 19^9. ^The Paris end of month rates were as 
follows: 191*9, July, 31.60 ; August, 33 99 J ; September, 35.^5 ; 
October, 36.75; November, 39.37 J ; December, 41.09J. 1920, 

January, 46.45; February, 48 50J; March, 57.67J. Progressive 
depreciation in French and Belgian francs in the absence of control 
was to be expected, in view of many ii^duslnal areas in Northern 
France and Belgium having been devastated by war conditions. 
Until eventual restoration of such Areas, or compensation made in 
production irf other parts, high-priced importations from the United 
Kingdom and other countries were to a largc*exter)t unavoidable. 

The Italian ejtchange reflected to a considerable extent internal 
industrial disturbances. Since the war terminated, Italy has 
experienced an almost unending series of strikes, large and small, 
in all branches of industry, and in the public services. Exhaustion, 
dis^organization, and impoverishment were disasters which the war 
brought on almost all the combatant nations, but on Italy in a 
special degree because she was at the outset less well equipped to"^* 
bear the strain. But the chief obstacle to her economic rehabili- 
tation, and therefore to the recovery of her exchange, has been 
labour unVest. 

‘ In the month of August, 1919, a tentative rate for Berljn was 
fixed at about 80-90* bu4; market conditions soon caused a rapid 
rise in this rate. The depreciation in the mark Vvas very largely^ 
due to excessive inflation in Germany. Internal political dis- 
furHances mnd her attitude* to the indemnity question Reflected 

t • I 
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themselves to some degree in hei exchange. Austrian currency also 
showed rapid depreciation, partly due to the bad internal economic 
conaition of Austria, but la'tgely to inflation. • 

The Dutch, Swiss, and Spanish rates receded, but those of 
* Scandinavia and Denmark moved in favour of London. Rapid 
depreciation tdbk place in PorJ:uguese currency, largely owing to 
grave political disturbances in Portugal. 

The New York and Montreal ra^es con^anued their tendency to 
move more adversely to London, the greater fall taking place in 
the former. The New York end of month cable rates were as 
follow*: 191^, July, 4.35 J ; August, 4.19|; September, 4.19J*; 
October, 4.J6f ; NovenqJ)er, 4.01 ; December, 3. 75^ 1920, January, 
3.50J ; Ffbruary, 3.39| ; March, 3.86J. 

As a consequence of the lemoval, in May 4919, of the maximum 
puce for silver, the China rates moved in*sympAth^ with a rapid 
in'irease in the market price of that metifl. The record price of 
89 Jd. pel ( uncc' standaid was reached on 11th February, 1920. 

The rujpe^ ^ose about 8d. in ^trice, partly owing to the rise in 
the price of silver and partly due to the excdiange valuA of the 
rupee being changed on ^nd February, 1920, from 15 Rs. to £1 
sterling to 10 Rs. to one sovereign. * 

In the case of the South American exchanges, all four shown m 
the table moved adversely to London, but the Valpaiaiso rate vvas 
still well under parity at 31st March, 1920. 

(c) The last period to be briefly reviewed is that for the year 
ending 1st April, 1921, and covering a period of rapidly falling 
commodity prices. How far some of the Continental exchc^ges 
were affected by varying rates of fall in commodity prices in 
different countries, and how far by further inflation, it is not 
possible to form even an approximate estimate. 

A slight improvement towards parity was sho^m in the Feins 
and Brussels rates during the twelve months, though it is to be 
noted tl*at fairly considerable fluctuations took place. *The Brussels 
rati; tended to move in sympathy with the Pans rate at a difference 
of 2 to 3 frqjacs under the latter. The Paris end of month rates 
were as follows : 1920, April, 63.85 ; ]Mtiy,*50.15 ; June, 48.12J ; 
^ July, 48.65; August, 51.45 ; September, 52.27J ; October, 54.32 J ; 
November, 57.65 ; Deceftiber, 59.75. 1921, January, 54.30 ; 

February, 54.37i ; Marqfi. 55.87J! . 
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The Berlin rate fluctuated widely, and Austrian currency rapidly 
depreciated. In both Germany and Austria there was further 
considerable rfionetary inflation, but hi the former cdiintry some 
compensation for such increase was afforded by greater production. 
It appears exceedingly doubtful whether Germany wiH eventually 
be able to deflate her currency withojit experiencing grave indi^triaT 
troubles. The process will be watched with great interest by all 
economists. «. 

Movements in favour of London were shown by the Dutch, 
Danish, Swiss, and Scandinavian exchanges, with the excephon of 
tfie Stockholm rate, which moved adversely. ■ c 

Further depredation took place in Italiapi and Port^^guese cur- 
rencies, particularly in the case of the latter. The Midrid rate 
also moved considerably in favour of tondon, and to above 
parity. ’• 

Some net ijnprovement was shown by the Monti eal and Ngw 
York rates, the greater use taking place in the former rate. The 
extreme fluctuations d^urR.g the twelve months w'ere une^xpectedly 
wide. End of moqth New' York rates were as follows : 1920, 
April, 3 84f ; May, 3 89 ; June, 3 95| ’ July, 3.71 1 ; August, 3 55 J ; 
September, 3 46| ; OctobeV, 3 45^; Noveml)er, 3 49; December, 
3 54J. 1921, January, 3.86; Febii^ary, 3 86J; March, 3 92J. 

'^he fall inithe New York rate dimng the summer months of 
1920 was largely due to the preparations being undei taken by the 
Governments of Great Britain and France for the repayment, on 
15th October of the same year, of the Anglo-French five-year loan 
of S500,000,000 raised in .America during October, 1915. As early 
as 6th March, 1920, it was announced in London that this loan was 
to be repaid at maturity. Another influence operating to depress 
the'exchange during the scconj half of 1920 was one that operated 
in pre-war years, namely the great exportations of Amer/fan 
products, such as cereals and cotton, during August, September, 
October, an<^ November, which always assume their «. largest 
proportions during these months, ‘ 

.The India and China exchanges all moved considefal^ly in favour 
of London, the reactuAi frpm the previous adverse tendency being 
mainly due to the great fall in the 'price of silver, which on 1st 
April, 1921, was 32 Jd. per ounce standUrd, as against the record 
pfic^!of 89y. per ounce stanc^ard on llt]|^ February, 1920. 
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All the South American rates fell materially, the greatest 
percentage movemeni: being shown by the Rio de Janeiro and 
Valparai^ rates. The BiiTinos Aires rate at 1st Apiil, 1921, was 
again in proximity to parity. As in the case of those of other 
countries, , the South American exchanges were largely affected by 
the*demand fer sterling to settle indebtedness due to imports of 
high-priced goods ordered six to twelve months prior to due date 
of settlement Sterling exchange was ‘■xarce owing to the great 
fall in the prices of the products of South America, mainly foodstuffs 
and I'iiw materials. 

Toisome extent sinqe the war terminated, speculation in vari(?us 
foreign c^irrencies has caused sharp fluctuati^ins in exchange 
rates, biit the influence exerted by this cause has been mainly 
transient. * ^ 

Nearly all the exchanges have shown. «ince lf)19, the full effects 
of unprecedented monetary inflation during and sinpe the war, the 
movement, being particularly marked m the case of the exchanges 
of those*co 'ifliies from vt^hich •GoveiT'*:«ient control of rates was 
removed in 1919, and rates thereafteff left to;-eflect the -^ull effects 
of current economic and •financial conditions in tlte different 
countries. • 

Since the above was wntte/i, and at the time (28th May, 1^21) 
of passing the proofs of these pages for the print e% some material 
movements have t^keii place in several of tlu' exchanges. Com- 
paring rates ruling on 1st April with those ruhng on 27th May, 
1921, the French exchange has tallen from 56 09^ to 46 55| , the 
Belgian from 53.75.J to 46,60, the Italian from 95 87^ to 73.37J. 
This appreciation m the currencies of Fianct*, Belgium, and Italy 
is partly to be attributed to tourist expenditiue m such countries 
and paitly to the acceptance by Germany, on 11th May, witTiout 
re’ ei vations, of the revised indemnity conditions imposed by the 
Allied Governments. The New Yoik cable rate, after rising to 
slightly over 4.00 by the middle of May, had receded to 3.91 by 
27th May. This reaction was generally considered to be primarily 
due to Gf'yitany buying dollars for account of the Reparation 
Commission. The coal stoppage in thi^ co«ntry and the beginning 
of forward puichases of dollars for ultimate settlement of the cus- 
tomary large imports of ‘cotton and cereals from America during 
the autumn had probc^ly also some influence in thg reactipnf 
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Trade Indebtedness of Europe to United States 

As already stated, the depreciation of, sterling and the^ f urrencies 
of Great Britain’s Allies, as reflected by the New York exchanges 
on the various centres, was due in the main to the enormous pur- 
chases in value that had necessarily to be^ made during the ,war 
in America of foodstuffs, raw materials, and other goods. The 
following table conveys some indication of the extent of such 
purchases — * 


Trade of the United States with Europe 
[In Thousands of Dollars) ' 


Year Ending 
30th June 

A 

, Tmports 

< ( 

Exports. 

Excess of 
Exports 

, 

1 ' 

$ 

$ 

$ « 

1915 .... 

614.355 

1,971,435 

1,357,080 

1916 .... 

616,253 

2.999.305 

2,383,052 

1917 .... 

,61tf.471 

4.324,513 

3,7 14,042 

1918 . . . 

411.57(1 

3,732,174 

3,320,596 

1919 .... 

* 372,951 

4,644,938 

4,271.987 

1920 . . 

1,205.748 i 

%,5q8.545 

3.392,797 

* Totals . 

3,831.356 

22.270,910 

18,439,554 


; 




From the above* table it will be observed that the balance of ihe 
trade indebtedness of Euiope to the United States during the 
six years ending 30th June, 1920, t mounted to $18,439,554,000, 
equivalent to about £3,700,000,000, if dollars be converted into 
sterling at the rate of $5 to £1, 

Extreme Movements in Rates During 1919 and 1920 

The extremfc fluctuations in the rates of certain of the fading 
exchanges during the years 1919 and 1920 is shown in the table 
on following page. ’ ^ ' 

The dates of the ex^eme rates during 1920 for Paris, Berlin, 
and New York were as follows : Paris, 12th April, 68.10 ; 5th 
January, 40,85. Berlin, 26th January, 365 ; 26th May, 129. New 
York,^6th April, 4.01J ; 4th lyjUuary, 3.21i 
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•• 

I ’ar Ay 

1919 

19 

20 

^ Highest 

Lowest. 

Hip^hest. 

Lowest 

Pans 

25 

22 

45 30 

25 97 

68 10 

40 85 

Bi;usbels • . 

25 

22» 

42 65 

27 70 

63 10 

40 46 

Tkfhn . a 

20 

43 

199 

601 

365 

129 

Ambtcrdam 

12 

107 

ll 87 

9 86 

11 48 

8 73 

Christiania 

18 

159 

19 10 

16 57 

26 55 

18 60 

Stockholm . 

18 

159 

18 45 

16 20 

18 45 

17 12 

Copenhagen 

18 

159 

21 4^ 

17 67 1 

25 85 

19 65 

Italy ... 

25 

22 

52 20 

30 25 2 1 

105 60 

50 00 

Switzerland 

25 

22 

25 06 

19 15 1 

23 26 

19 45 

Madnd . 

25 

22 

23 75 

19 12 

28 80 

19 1% 

Nev^ York .* . 

4 


4 78J 

3 69 , 

, 40U 

32li 

Buenob Aires . 

• 

47 

58d 

• 

64d. 

sot^d 

# 73d. 

50id. 


It may here be noted that the gnormous fluctuations in 
exchange rates since the conclusion of peace* has compelled 
traders to protect in advance the proceeds of tracie transactions 
payable^ in 'urrency by # arrai^ging i^^ward exchange contracts 
with banks. • 


Sterling Expressed as at or Discount 

Since January, 1920 

Probably the best method of presenting to the mind the e^ctent 
of disordered«exchangcs, and indicating any material improvement 
towards normal, is to express average rates over successive periods 
of time in the form of a premium or discount percentage, as the 
case may be, compared with parity. This is the method adopted 
by the Anglo-South American Bank in showing the trend of different 
rates, in a circular issued monthly by that bank. The table given 
o’^ the next page has been extracted from the Lircular referred to. 
Restoration of the various exchanges towards parRy, and, therefore, 
improvement in economic and financial conditions throughout the 
world, will be indicated by exchange rate premium^ or discount* 
percentages gradually diminishing. It is obviously to the interest 
of tfU nations that adverse and favourable^ exchanges should come 
back to normal as soon 3.s possible. * 

■ 

^ Approximate. 

* Fixed. 




Discount. ’ Premium. 
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In the table given, below, extracted from the same source, the 


premiiini^?jnd discount mo^thod is adopted to show the magnitude 
of the highest and lowest rates, and the average rate, for the 
year 1920. 


Country 

Aighest 

Rate 

1920 

• 

i Premium 
( + ) or Dis- 
1 count (-) 
j on Sterling 

Lowest 

Rate 

1920 

• 

Premium 
or Dis- 
count on 
Sterling, 

Average 
Rate for 
Year 

Average 
Premium or 
Discount 
on Sterling. 

Pans , 

68 10 

1 

' + 

169 97 

40 85 

+ 

0/ 

/o 

61 94 

52 62i 


% 

108-62 

Brussels . 

63 10 

+ 

15015 

40 46 


60-39 

50 07i 

-f 

98 #1 

Rom# . .* 

105 60 


318 63 

50 00 

+ 

98-2^ 

76 52 


203-36 

Berlin 

365 

•f 

1686 59 

129 

+ 

531-42 

226| 

-f 

1010-49 

Chnstiania* . 

26 55 

-f 

46-21 

18 60 

-f 

2-43 

22 53 

-f 

24-07 

Copenhagen . 

25 85 

1 T 

f2 35 

19 65 

h 

8 21 

23 48 


29-30 

lyisbon 

20id. 


163-33 

6d 

d- 

7^8 89 

125(1 

+ 

322-22 

Bucharest 

320 


1168 58 

125 


395 54. 

202 67 

-f- 

703-44 

ITelbitigfors , 

178 

+ 

605-65 

60 , 

h* 

137-86* 

104 67 

-f 

314-94 

Athens . 

49 75 


97 22 

25 30 


0-30 

5^91 

+ 

“1 

34-44 

l^ode'Janeiro 

18Jd 


13 51 

9i(d 

T 

70 66 

14 rd 

7-79 

Valparaiso 

16 ".d 

'T 

10 37 

9Id 

+ 

94 64 

12Jd 

d- 

48-46 

Amster(le*Ti . 

11 48 

- 

«-18 

. 8 73* 

•- 

27 89 

10 69| 


11-63 

Madrid . 

1 28 80 


14 17 

19 Ip 


^4 28 

23 24 

_ 

7 87 

Stockholm . 

18 45 

+ 

1 60 

17 12 

_ 

5 92 

17 90 ' 

_ 

1-43 

Zurich 

23 26 

; 1 

7?9 

19 45 

_ 

22-89 

21 70 J. 

_ 

13-95 

New York . 

4 0U 

; - 

♦17-41 

3 201 

- 

34 10 

3 653 

_ 

24 84 

Montreal 

4 561 


6 19 

3 69 

- 

24 17 

4 10 

_ 

15-72 

]3uenos Aires 

73d 

- 

34 77 

50|d. 

- 

6 17 

591d 

_ 

20-43 

Monte Video 

76d 

i _ 

32 8f 

491<1 

+ 

2 64 

593 d 

• 

- 

14-04 

• 


The average rate for Beilin reflects to a cf)nsiderable extent 
the excessive issues of paper currency by Germnny since 1917, 
parlicuLiib of which are showa later. 


Expansion in Paper Issues 

rhioughout the war, and smcct the extent of depreciation or 
appreciation of the various foreign currencies Jias been largely 
determined by the relative degree of monetaiy inflation in different 
countMes. Any mateiial increase in the amount *of credit and, 
currency, without compensating increased productioi!, as is fully 
explained le another chapter, is invariably accompanied or follo^^ed 
by a rise in home prices, which naturally ^ends to reflect itself in 
exchange ratel It may here be stated that an expansion in bank 
credit usually precedes any great expansion in the amount of 
outstjyiding currency. « The latter 4s largely a conseq[uence <)f ^ he 
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former, though economic conditions have some effect on the 
amount. 

The enormou4 increase in the paper currencies of various countries 
since 1914 is shown in the tables given on the next two pages, the 
figures of which have been extracted from the monthly Bulletin of 
Statistics issued by the Supreme Economic CounV:il. In some 
countries it will be observed that inflation has now been checked 
(including the United Kingdom),;n others that it is still proceeding, 
and in others it is difficult to deternune whether the turning point 
has yet been reached or not, owing to fluctuating amounts of 
outstanding notes, partly due to holiday requhemcnts’tempofarily 
absorbing additional amounts of currency^ The figures clearly 
prove that Germany and Austria have been the worst offenders in 
depreciating their currencies by increasing the number of units 
of available purchising jlowej*. It is also interesting to observe 
that the outsta.nding note issues of all the neutral countries ha\*3 
materially increased since 1914, in their case the increase being 
drawn into circulation by^tfic rise* in world prices caused by the 
war and deliberate irufiation in the belligerent countries. 

On several occasions during the war ,it was pointed out by 
ecoivomists that the great ami growing amounts of paper issues in 
European belligerent countries would, make it exceedingly difficult 
for such countries to restore their exchanges to normal after the war. 

The Fjjture Course of the Exchangi-s 

It is obvious that any attempt to indicate the course of the 
various exchanges during the next few years and the period of time 
that will probably elapse before rates again fall within the pre-war 
customary gold points would be mere gues,s-work, for the course of 
the eVhanges for many years to come must necessarily be largely 
governed by the ^policies the Governments of different countrfes 
adopt in such matters as making revenue balance or exceed expen- 
diture, deflation, trade barriers and tariffs. Industrial strife will 
also ohyiou^ly have a material influence in retarding econonfic 
recovery. It will retard increased production at prices .+lie general 
public can afford to payl All such influen,ces were fully considered 
by the International Financial Conference at Brussels in 1920, a 
brief review of the proceedings thereat being given in later pages. 
Other tirtfluenres that will affeot the exchanges are variatiqns in 
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price movements in different countries (largely dependent on 
monetary deflation and production), the medium employed for 
inteinal currency, and the means adopted to liquidate international 
trade balances. Another important factor, the effects of which 
*^on the varijus exchange'! cannot possibly be calculated beforehand, 
will be tlui sefies of indemrifty payments yet to be made by 
Germany. Not only will the direct exclianges with Germany be 
aifected by such payments, but nvivenieiits will also indirectly be 
caused thereby m the exchanges between other countries, on 
aecoim*t of the more oi less mteulependence of all exchanges. 
But i#>t withstanding Bie imjiossibihty of forecasting the probable 
future couase of the excjinnges, for reasons stated'above, yet broad 
statements may never thelqss be made with a ceitain amount of 
truth. 

1. Jiubject to worlcl-wicle peace, yest eolation* of international 
confidence, cessation of continuous industrial strife in various 
countiies, tV balancing of National Budgets, gradual deflation, 
both by fed u'tion in available *umts of puuhasing power and 
increased production, opening of the leading .financial cf^ntres to 
foreign loans and subscijption thereto by the investmg public, 
freedom pi international trade, and a puce level and rates of wages 
that permit the working classos to enjoy a leasonable standard of 
living, the various exchanges should in the course fd a few y^jars 

^be m proximity to •their pre-war parities. Eveiy country must 
ultimately work out its rei overy for itself, and hqimlate the inflation 
harvest. The smaller impoverished countries will requiie some 
initial help. 

2. The interest factor in pre-war times was the mam governing 

influence that tended to maintain exchange lates near their resgec- 
tive panties. JBy variation, it detennined the amount of floating 
foreign balances in diiferent countiies, and the ipflow of foreign 
money for temporaiy oi peiminent investment. It will piove 
the mosi; powerful factor in future in liquidating the present appre- 
ciafion or depreciation of the various curiencies after international 
and i^idustriftl peace is fully restored. ' 

Gold stocks, in pre-w^av times, functiomfd as a barometer, so 
^to speak, that compelled interest rates so to be varied as to ensure 
a sufficient supply of commodities for eveiyday consumption. 

Alteration in interest rates regulatechthe due clistributitn of leA)our 

» • • 


23— (1723) 
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between production of goods for current consumption and produc- 
tion of capital plant. Gold in itself, without the interest factor, 
was powerless to act as the regulator of economic conditions. 

In an economic sense, an effective Bank Rate may be defined 
as that charge (on which other interest cnaigcs arc based) on the 
community necessary to regulate the supply of floating commodities 
according to the current standard of living. In pre-war times, 
when there was tempoia^ry ovrr-production, usually evidenced by 
a ^rade slump, a reduction in Bank Rate, sooner or later, followed, 
^nd indirectly eventually redressed the position by causing a 
diversion of Libonr from production of 'gpods for curreiit con- 
sumption to production of capital goods, i.e. new mills, extensions, 
plant, etc., and vice versa when Bank Rate was iiici eased. 

3. The New York-London exchange is in reality the main tiunk 
line of exchange between America and Europe, foi a large pro- 
portion of iiidebtedness between the Continent and Americec is 
eventually liquidated via London. Drafts diawn on London are 
sent by the Continent to America for imports from the latter, or 
steihng IS by order transferred m London to New York account. 
Therefoie, until there takes place a coKsiderable improvement in 
the financial conditions generally of the Continent, it is oxeedingly 
improbable that the New York-London exchange can approach 
near to parity. Apart from indebtedness caused by tiade tians- 
actions, this important exchange will also her influenced to a con- 
siderable degree by the method eventually adopted to liquidate 
the present enoimous indebtedness of Euiopean Governments to 
the United States. If such indebiedness be eventually funded in 
the United States, such action should be accompanied by marked 
inv^rovenient in the New York-London -rate. 

4. Notwithstanding that the course of the New York-London 
exchange will ir the near future be largely governed by financial 
and economic conditions on the Continent, and the action taken 
in the matter of European Government indebtedness to the United 
States, there should nevertheless take place a gradual improve- 
ment in the value of sterling in America and in the few^other 
countries in which sterling is at present at a discount, provided 
Great Britain's adverse trade balance is more than covered by ^ 
invisible exports. When international trade revives, such net 
fav(Airable balance is likely to exceed £103,000,000 per anrum. 
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5. Any serious atten;pt by any of the larger nations during the 
next ten y^ars or so entirely to replace internal paper currency 
by gold coin, or to support by the pre-war customary percentage 
^gold basis the great amount of bank credit that will still remain 
^fter|reasoifable deflatioif, would have far-reaching effects on inter- 
national trade, the various exchanges, and social conditions. High 
interest rates would tend to be maintained in consequence of 
efforts to attract gold from abroad, •when •economic conditions and 
the state of production warranted lower rates. A continuous 
struggle between nations to attract gold by maintaining high 
interest rates would probably eventually cause* cjDmmodity prices 
to !all beMw the pre-vfar level, and during this process tend to 
create more or less ceyitmuous industiial strife, for money wages 
would have to be repeatedly reduced in the ab*sencp of compensating 
increat^ed production. Between 31st •December, 1^13, and 31st 
December, 1920, bank credit in the United Kingdom* expanded by 
about 140 p ■! cent., and on the Continent, in certain countries, 
the percentage increase was considerably grefater. In any struggle 
for gold, England will be in ^a preferential pol^ition, in fliat over 
60 per cent, of the world’*^ total produr^tion is contributed by the 
British Bnipire. • 

During the war, the world's production of gold rapidly decreased, 
but the proportion contributed by the British Enijhre showed* an 
increasing tendency.* For 1913 such proportion was 65 per cent. ; 
for 1914, 62 per cent. ; for 1917, 65 per cent. ; for I&IS, 65 per cent.; 
for 1919, 67 percent ; and for 1920, 69 per cent. The diminution of 
gold output during the war was* largely brought about by increased 
cost of production, which was unaccompanied by a corresponding rise 
in the value of gold, but tlie table given on next page shows th.^ a 
stationary tendency in production * had already disclosed itself 
during the five years 1910-1914, and therefore the future course of 
production was, even before the war, an uncertain factor. Previous 
to 1910, it will be observed from the table, there was a very rapid 
expansion in prfiduction since 1891. 

It ib very 'obvious from the tendency of^old production since 
1910 that, unless there •be , considerably increased production 
•in immediate future ye^rs, the restoration of an effective 
gold standard in various countjries cannot take place for ^ 
long pt%*iod of time, particularly banks attempt •to 
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World’s Production of Gold 


Value of Produclion 
(in Million ) 


Year 

Annual. , 

Fiv^e Years 

1891 .... 

27 


1 

1892 .... 

30 


1 

1893 . . 1 . 

y 32 


167 

1894 .... 

‘M 



1895 .... 

41 



1898 .... 

42 


[ 

189,7 ‘I . . . 

49 


- 

1898 .... 

59 


^ 269 

1899 .... 

65 



1900 .... 

4 

51 . 

*■ 

l- 

1901 ..... 

55 

, 

1<902 . ... 

61 


d903 .... 

(>7 

332 

1904 .... 

71 


1905 . 

78 . 

1 

1906 .... 

82 

1 

1907 .... 

8,S 


1908 .... 

91 

e 

446 

1909 . . . * . 

91 



1910 .... 

94 . 



/911 .... 

95 



1912 .... 

96 



1913 .... 

94 


473^ 

19Lt .... 

91 



1915 .... 

97 . 



1916 .... 

. 93 



1917 .... 

87 



1918 .... 

79 

1 

404 

1919 .... 

75 



1920 .... 

70 » 

If 



(« 


c 


their customary pie-vvar percentage ba^is of gold to deposit 
liabilities. ' 

What the requirements of that great jicrmanent absorber of 
geld, India, will be in future years is not possible' of estimation. 
That her demands for goldjvill be great is obvious from the folfcwing 
extract from a paper read by Mr. G. Findlay Shirras (Director of 

, 4 

^ Subject to slight correction. 

« The figures m the above table have reference only to the standard value of 
gold,*thf pre’hiium on gold dunng'^and since the'Svar being ignored, t 
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Statistics, India), before the Royal Statistical Society on 15th 
June, 1920 : “ The pre-war average net impoits into India of gold 
bullion wetfc £7,000,000, aftd of sovereigns £12,000,000, a large 
part of which was used for melting down into jewellery, required 
*for social a^d industrial pui poses. In the five war years ending 
*31st Vaicli, lffl9, India was jiot permitted to take gold m any 
quantity, as it was considered not to be in the inteicst of Allied 
fyicincc. The aveiagc net imports in^this period weie only £5,000,000 
a year, of which £2,000,000 were soveieigns, the remainder being in 
bullioi-^ and coined gold other than sovereigns. The yearly average 
suppl^p of gold for private needs was reduced to a figuie belo^ 
that of anj^ of the preceding 25 years, except hitnine years. . . 

In a tablwfiirnished by Mr. Shirras, the following figures weie given 
to show the great pre-'^ar ’absorption of goW by India— 

• .* 

^ Net Absorption of Gold (both CofN ANt) Bullioi^ by India 


[In Thousands of £ Sterling) 

_ _ • • • 

Avera;;e of Fivf* Wars l{nding 


1873 -74 


1,285 


1878-79 

1883 81 

1888 8t 1 



• 

,594 

3,394 1 

1 2,297 


1898-9; 1903 4 | 1908 p9 
2,330 1,307 I 10,G67 


1910-11 


18,127 


• • 

V These figures clegirly prove a rapid progiessivc absorption of 
gold by India%ince the nineties of the last centyiy. 

Egypt was another country that, in pre-war times, annually 
absorbed large amounts of gojd. 

In the course of his lecture, Mr. Shuras expressed his opinion 
that the price of gold in ^le open market was likely to remain at a 
high level for a considerable time. , All couiitrii's weie anxioift to 
secure as much gold as possible, and to dellate at the earliest 
possible ojiportunity. When eveiything was coiisuleied, including 
the poisible falling olf in the output of low-giade nfines, the con- 
chision ainvcc^at w.is that the pre-war puce of gold in the open 
market wa*s,not likely to be realized for several years. « 

6. In the ease of France and Italy, boll# these countries during 
^ the war lost fo/ the time beiiig their ciistomaiy important invisible 
exports occasioned by the Sxpendituie of traveller'^ whilst sojourning 
therei^. Since the war Jterminat€?cl,Jiowever, considerable numbtis 
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of foreigners, especially American tourists, have visited France 
and Italy, largely with the object of viewiilg the great battlefields, 
in particular in France. Such invisible exports in tht' future will 
prove of material aid in accelerating improvement in the French 
and Italian exchanges towards normal. , , 

7. One of the most important factors that will determine the 

course of the various exchanges in the near future, and retard 
improvement towards normal meanwhile, will be the length of 
time that elapses before the present stocks of high-priced goods 
ar<' absorbed by consumption. If the merchant houses and retail 
fiade, at home and abroad, refuse to reduce prices of* their ©casting 
stocks proportionately to replacement cost,^t‘he process (jf clearance 
by the ultimate customer will be slow, and credit liquidation and 
unemployment will be correspondingly jirolonged. The human 
factor, the disinchnatioF to cut losses after a severe reduction in 
prices, is one df the wo'ist fruits of inflation. In consequence,, an 
enormous amount of bank and commercial credit is solidified in 
stocks held by traders^aRd book debts.’ Such solidificat/on reflects 
itself in 9n inequality between the decline of prices and the much 
slower decline of bank credit. * ^ 

As soon as the greater jXirt of the present stocks of hip:h-priced 
goods have passed into consumpli,on, there should follow .some 
considerable iijcrease in the volume of international trade, which 
will tend to reflect itself m an improvement in tine various exchanges. - 

8. And, finally^ a factor that must partly determine the time 

that will elapse before the restoration of certain exchanges to normal 
will be the policy eventually ado,oted by Great Britain in the 
matter of the great loans she made to her European Allies during 
the war. If such loans are not cancelled, payment of interest 
thef eon and periodic instalments of principal will retard appreciation 
in the currencies of several Continental countries. * 

It is therefore clearly obvious that there are many variable 
factors that ill influence the course of the exchanges in tho future. 

‘ But, in brief, it may be said that the future course of the exchanf^es 
will be largely determined by the restoration and maintenance of 
word-wide peace (intetmational and industrial), hard work, the 
restoration of sound financial systefns in all countries, and the ^ 
removal of bairiers to international trade, for such factors are 
basic^in theij ultimate influence on the exchanges. The absorption 
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by consumption of present stocks of high-priced goods, and the 
liquidation of credit thht will follow, is but a matter of time. 

• * 

Overseas Trade Balance 

• It has bjen already indicated that the main factor that caused 
*the neutral exchanges to moye adversely to London during the 
war was the rapidly increasing adverse trade balance. Purchases 
qf foodstuffs, raw materials, and finished goods at rapidly rising 
pi ices had inevitably to be made abroad, paiticularly from the 
United States of America, largely on account of war requirements 
of Gr«at Britain and Iver Allies. It was not possible to offset tlft 
increased yaluc of imports by increased value oi exports, because 
a laigc of the man power of the United Kingdom had neces- 
sarily to be diverted tf) tlic armies for fighjing purposes, for pio- 
viding munitions, and other essential war equipment, and for 
pfirforming services accessoiy to war*. Ginsequently, the balance 
of trade di ’ing the wai moved increasingly against Great Britain. 
Tlie mcivCis. d balance wees only presented from fully leflecting 
itself in the neutral exchanges by the operations of tlie^Exchange 
Committee m London, to which reference has alieady Ijeen made. 

It has also to be borne in mind that tlie neutral excliangcs, like all 
ofher excliangcs, weie affected to a material extent by the inter- 
ruption and diversion of international tiaide fr^m its pre-war 
\ customaiy channels. 

The value of the total imports, total exports (mr.huhng re-exports) 
and the trade balance of the United Kingdom since the year 1910 
are shown in the table on following page. 

The main features disclosed by an examination of the amounts 
in the table arc as follows — 

m 

(rt) The value of disclosed impoits increased lapidl}^ from ?915. 
The amount for 1918 exceeded the amount for 1913 by £547,416,000, 
and the amount for 1920 exceeded the amount for 1918 by 
£620,5fil,000, or a total increase since 1913 of ;^1, 168, 007, 000. 
(\arious restrictions tvere placed on impoits during the wai, but * 
they were*^lf abolished on 1st September, 1919.) , 

The value of disclosed exports decronsed during 1914-1918, 

^ but increased greatly during 1919 and 1920. The amount for 1920 
exceeded the amount foi* 1918 by £1,025,611,000 or for 1913 by 
£923,;55,000. 
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Value of Imports and Exports (United Kingdom) 


Year 

Total 

Impoils ' 

Tptal 
Exports 2 

Exccs^iof Imports 
Over Exports 


£ 

/. 

£ 

1910 . . 

678,257,024 

531,115.817 

144^,111,207 

1911 . . 

680,157,527 

.>56.878, 132 

' 123,279,095 

1912 . . 

744.610,631 

598.961,130 

145,(379.501 

1913 . 

7(vS,73 1,739 

(33 1,820,326 

1.33,914,413 

19143 . , 

696.(S35,113 

.526,195,523 

170,439,590 

1915* . . 

851,893.30(3 i 

* 483,9.30,(329 

367.962,721 

J9163 . . 

948.50(3.492 ^ 

(303.84.5,885 

344,(360,607 

19i7* . . 

1,064.1(34.678 ' 

.596,7.57,207 

467,407,471 

i9I8 . . 

1.31(3.150,903 I 

.532,36 1,078 

783,786,S;i5 

1919 . . 

1.62/3,15(3.212 

9(33,384 (377 

662,771,.5.‘35 

1920 . . 

1,036.742.120 

1,557,971,981 

378 J67 136 . 


The above figures arc exclusive of Bullion ,and^ Specie. 


{c) The excess Value imports ovxt exports increased rrpidly 
during 1914-1.918, but diminished greatly during 1919 and 1920. 

A large part of the disclosed increase in the adverse trade balance 
was due to the great rise id prices after the commencement of the war. 

In pre-'v^ar times dhe excess value of imports over exports of 
merchandise was wtII covered by invisilVe exjioits, i.e. payments 
due from abroad to the United Kingdom for shipping, insurance, 
banking, and other services, and interest on foreign investments, 
in fact there w?:s an invisible balance in favoui of the United King- 
dom of, roughly, £200,000,000 per annum, vhuli.was absorbed'^ 
by additional investments abroad.* During the war the trade 


^ The values of the Tm])orls represent the cost, insurance, and freight ; or, 
when ^oods arc consigned for sale, the latest sale v,duc of such goods 

2 The values of the Exjiorts represiuit the cost .uid the charges ot delivering 
the goods on board the ship, and are knoHii as the “ free on board ’’ values. 

• ijhe figures for the penod from August, 1911 June, 1917, inclusive, 
include, in the case of Imports, ,ill Articles of food, but do not include other 
goods which, at the time of importation, wiTe ktifnvn to be the property of 
II M Government br the Chivernmcnts of the Allies In the case of goods 
exported, the figures for this peiiod include goods bought in the 
United Kingdorft by, or on Indialf of, the Governments of the Alhespbut do 
not include goods taken from British Cajvernmeut stores and dcjiots, »,or 
goods boughr by II M (Government and shipped on Goverf ,uent vessels 

Since July, 1917, the figures include merchandise imported exported in 
public as well as in privajc ownership, except exports for the use oi His 
Majesty’s Forces on active service « 

* Before the war, for the five years 1904 1913, the advefso trade balance ^ 
averaged /1 40,000,000 per annum Ihe invisiHc exports for the same penod 
were estini.ited at ab^nit ^^350,000,000 per annum, leaving excess accumulations 

of eapBal abioad of at least £200,00fl,000 per anni^m. ^ 
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balance obviously considerably exceeded the amount of invisible 
exports. For 1919, h?)wcver, the difference between the two is 
generally t^fnsidered to hav5 been small, owing to lhc»grcat increase 
in shipping and marine insurance earnings, and notwithstanding 
* reduced infiomc from imiestments abroad. But for 1920 the Board 
*of T^ade estiir^ited invisible ejeports to have exceeded the adveise 
trade balance by about £165,000,000, the basis for such estimate^ 
l^eing shown below — ^ ^ 

1920 I 

Excess of Imports over Exports of Merchandise. . 378,800,000 

Subtract Excess of Exports of Bullion and Com 

Vciued at -about .... . . 13.500,000 

• • 

• • !i35, 300,000 

Invisible iTxpoits , * i 

Net National Income *from Invest- ^ 

meiits abioad . . . 120,000,000 , 

Banking and Other Sei vices . ^40,000,000 * 

^ihippmg s( rvices^ . . 340,(h1I),000 * 

500*000,0(^0 

Net BalanAi n .'avour of United Kingdom * f ^ . 105,000,000 (about) 

• r . ■ - 

The restoration of a favciurable balance of whatever amount 
(when invisible exports tfu* taken into^account), so soon after the 
terminafion of the wai, is exceedingly gratifying. li was due^ in 
the main, as already shown, to a greater increase in high-priced 
^ exports than in imports, notwithstanding the actual quantity 
expoited in 1^20 w*as less than in 1913, as exjilained later; and 
to very great receipts from shipping services When international 
trade ri'vives, a favourable net invisible balance of at least 
£100, 000, 000 should be maintained m future ^^eais,^ thouf^li the 
amount may vary considerably each yeai until some stabilization 
of the price level. The*grcat fall in freights will leflect itsoif in 
the total am(Tunt of invisible exports, but will probably be more 
than compensated for by a lesser adverse tiade Balance. 

vSo f^ir the disclosed overseas trade figuies have bgen considered 
from the value standpoint. In vuwv of the enormous mciease m ^ 
the value k)f Alports since 1915 and the cnoimous mciease in^thc 
vahfe of exports dm mg 1919 and 1920, it js staitling to find from 
• - • 

^ The Board of Trade Journal, 3rd February, 1921. 

* Before the war, receipts were estim.ited a^ about £100,000,000 

per aimiiin 

“ Foj; 1921 the true nc^ balance ifta^ be slightly adverse^ 
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figures that the annual volumes of imports and exports, even in 
1920, were actually less than the volumes in the pre-war year 
1913. In thd following statement, vvhich was prepitYfed by the 
Board of Trade, m reply to a question asked in the House of 
Commons in November, 1919, there is shown the total estimated' 
weight of imports for each of the» years 1913-1918, exclusive of 
certain goods imported on Government account, as explained in 
the footnote. 


^ Period 

Value of 
Imports ^ 

ICsti mated Weight 
of Im[i().rts ^ 

Average A'aluo 
. per Icn 

Year. 

' ^ 

Tons 

^ i ' 





1913 . . . 

768^735,000 j 

54,548,000 

' 14 

1914 . . . 

. 696,635,000 

46,368,000 

15 

1915 . . . 

> 851,803,00(y 

45,470,000 

19 ’ 

1916 . . , r 

948,506,000 

41,356,000 

23 « 

1917 . . . 

1,064,165,000 

33.957,000 

31 

1918 . . . 

1.316.1 5 l.OCO j 

35,167,000 

,37 


The following particulars lelating* to the volume of overseas 
trade for the years 1919 » and 1920 compaicd with 1913 were 
published m the Board of Trade Journal dated 20th Januaiy, 
1921— 

Trade oi- 1920 (.’oMrARFD Wiin TirAr or 1919 

Considenng first the coinpormon of the trade of the year 1920 with that of 
the preceding year, tak( n as a nholc, the values as declared weie as fijilous— 



1920 

1919 

lncle,l^e in 1920 


' Thousand £ 

tIious.iikI £ 

Thousand [ 

Total Imports *. 

Kc- Exports . . . . 

lixports (U K Vioods) 

i 1,936,742 
222,406 
1,335,569 

1,626,156 

161,746 

798,638 

« 

1 » 

310,586 
' 57,660 

530.931 

(1 

4 ^ 

The comparison of these two years, win n the goods an* htkiflaled at the 
average values .shown in the 1913 records, yields the following^results-i - 


o • 

* The figures for the period from the begilining of the wai>up to July, 1917, 
include all articles of food, but do not include iilher goods which at the time • 
of importation were^ known to be the property of Ills Majesty’s Government 
or ihc Governments of the Allies. ^ v 

« • 
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Value on Basis of 1913 Prices 


• • 

1 T^ade of 1920 

Trade of 1919, 

Trade of 1913. 

' Thousand £ 

Thousand £. 

Thousand / 

Tot.d Imports • . . . 

Ivc-I' xj^orts . . . . 

Icxporls (B K rioods) 

»| 

op. 274 
98.909 
:’)72,470 

079,780 

85,720 

288,105 

708,735 

109,507 

525,254 

• 

• 

• 


For convenience', the -.o 

follows — 

• 

results may be 

stated in comp. 

ir.itive form .is 

• • 

• 

j Volume of 

• 

'IVadc Average Puce Level 


• • Per cent of lli.it of | T’er cent of that of 

• ^ 1913. • I 1913 


1920 1919 * , 1920 1919 

* • • • I 

T(^tal Imports .... 88 1 88 1 285 ' 240 

Re-lCxports .... 90 3 78 2 225 i 192 

l^xports o goods) . . • 70 9 *54^9^ 358 j 277 

_ _ _ ^ 

W'e see, ,>c ( ni<lingly, that iniprgts iii 1920 were of*no greatn total volume 
than 111 1919, being 11 0 pe’*(Mit U'ss th.in in 1913, tliat u'-ifxports N\cie 
about 15 per (-('lit more th.ui in 1919 and It/^piTient less than in 1913, and 
that, takiiig the yisu 1920 <is .i whole, the expoit tiade showiyi an expansion 
in voUiinc compared with 1919 of 29 per cent, but was still 29 per cent 
below the level of 1913 Ihe price movements in the diffi^rcnt departments 
of the tr.ide were by no means similar, and export prices advanced to a 
^ ^ot<ibly gieater^extenl# th.in ]iriees of imports 

« 

Another souice of mforimition as to the relative volume of over- 
seas trade in diffcient years, *and the effect of price changes, is 
The Economist. That jouinal for some foity yeais past has taken 
the trouldc to calculate ^rom the liade statistics how much of the 
variation in the value of imports and exports fiom year to ye?lr is 
dud to changes in volume and how much to alterat ion in price. The 
tables given on the next two pages show the lesult of 1 he Economist’ s 
calculaitions of the relative volume of trade in 1^19 and 1920 ^ 
ciflnpared witj^that id 1913, the value amounts m the»sccond and 
third columps obviously being proportionate to the relative volumes. 

It will be observed from a comparison ^of figures that the calcula- 
^ tions made by The Economist of the value amounts for 1919 and 
1920 at prices of 1913, diitcr little from the correlponding amounts 
calculated by the Board of Trade. * 
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BRITISH FINi^NCE, 1914-1921 


Dirfxtion of Overseas Trade 
So far the oveise.is liade of the United Kingdom has been 
considered without paincular reference to its direction, wliich 
obviously has a matciial mtluence on exchange rates between the 
various centres. It has to be borne in miud, however, diat seUle- 
ment, whether for imports or cxjRiits, is not necessarily made 
directly between tlic two countiies concerned in the export and 
import transaction, but (dten ^hiough one or more intermediary 
countries that have had no direct concern in the tiade transaction. 
I'or instance, the Continent effects settlement via London foi the 
greater part of itsjrade tiansai tion^ with Amciua. It has also 
to be remembered that it i^ the final baknees between various 
countiies, whether due to 'trade, secunty, or credit tiansactions, 
that ultimately deteir.xinc the course of exchange rates. 

In the immedLue following pages the direction of the disclosed 
overseas trade, of the United Kingdom for the six ye.ars 1915-1920, 
together with figures for the year 1913 for the pui'iiose of com- 
paiison, is showm in a ^e'lies of tables containing classified gioups 
of counties. The classifications are those adopted by The EconormU, 
the figures being extraitcd fiom the Loaid of Trade Returns. 
(vSjiiie of the amiuints diffei fiom those sIkavu l)y The EconomisL) 
In studying these tables, it is necessaiy to bear in mind that ovei- 
seas trade valu s vveie considerably inflated dining 1915-1920 by 
the great rise in prices, particularly the declared v, allies for the 
two years 1919 and 1920. The fall in wholesale pi ices, it is true, 
commenced, in the case of the United Kingdom, in A})iil, 1920, 
but the greater part of the overseas trade for 1920 icinesented 
completion of contiacts ai ranged before the commencement of the 
fall in prices, or before it had jnoceeded to a mateiial degree. 
But whatever the extent the dcclaied values of overseas trade for 
1920 were affected by the reaction m prices, it may be obscived 
that imports were probably more affected than exports, because a 
fall in prices 'of raw materials must necessarily precede a 'fall in 
prices of manufactured goods. 

Tile mam features disclosed by an examination of the tables .may 
be summarized as follows — 

1. During the war years 1915-1918, dfclaied values of — 

(a) Exports to France, Russia, and Italy (during 1916 and 1917), 
ineVea-^ed con aderably, particularly in the case of France. Imports 
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from Franpe and Russia greatly diminished, but increased from 
Italy. Little .trade was done with Russia during 1918, owing 
to the disturbed conditions in that country *following the 
Revolution. 

I (b^ Exp^irts to the United States show no great change, except 
a material redaction for 1918, lent an enormous progressive increase 
is shown in imports from that country. 

, (c) Exports to Japan and Chm^ sho\y material reduction, but 
a great increase is shown in imports from these two countries, 
paiticnlarly in the case of Japan. 

(c/) •l^xpoi fs to Britj'di Possessions, taken as whole, show some 
reduct ion, •which was c^nsideiable for 1915, but hnpoits therefrom 
show gic%t and progressive expansion.* 

{c) Exports to Eurctpean neutrals show »pi act ically no change 
for 1915 and 1917, increase for 1916, iiAl decrease for 1918, but 
imports therefrom show expansion for the whole fgur years, par- 
ticularly ft m Spain, Norway, and Holland. (In the case of Holland 
a maikeci^rc -iuction is sluAvn for 1918.) 'Imports fiom Denmark, 
however, show a leduction for each* of the .years 1915-1918, as 
compared with 1913. , * * 

(/) Exports to Biazil and Aigentiifa show material reduction, 
but imports from Argentim, Chile, and certain 'other South 
American coiintiics show considerable expansion. « , 

• 2. Duiing 1919 '^nd 1920 (Peace signed with Germany, 28th 

June, 1919), declared values of' — • 

(a) Exports to European countries considerably increased. 
Impoits thcrefiom also show •considerable expansion, but jn the 
case of Demnaik the value for 1919 was less than half that for 1913. 
Trade was resumed with.Germany and other former enemy States. 

A fairly consideiablc trade was doae with Russia, presumably the 
major pait through the intermediary of neighboring countries. 

(b) Exports to other foreign countries also sliow considerable 
increa^', but in the case of Chile the value for 1919* was less than ^ 
that for 1913 . or 191^. Great expansion took place* in imports 

‘ fror such countries, particularly from Argentina and China, tmt 
the increase was relativcjy small in tlyj cifse of imports from the 
► United States. Impoits from Chile, though being greater than the 
value foi 1913, show a considerable reduction is compared with 
the vilue for 1918. 
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(c) Exports to British Possessions show some increase for 1919, 
but very great expansion for 1920, the value for , the latter year 
being nearly two-and-a half times that* for the former ^^ear, or for 
1913. Impoits from British Possesshais con^lderably increased 
during 1919, but slightly diminished « during 1920. In (he 
case of imports from Canada a reduction is shown for both 
years. 

(d) Re-expoits considerably jjici eased dining 1919 and 1920. , 


ICXIMIRI.S TO VLLir.S AND BrITISIT PoSSE.SSIONS DuRIxNG IHl? 

W’ar Vkars 1915 191S 
" (OOO’b Omittol) . -r 


* ; 1913 

1915 

1910 

1 

1 1917. 

1918 

To— 

. / 

i 

/, 

i / 

" 

France' . . 

32..39(> 

72,497 

' 98,272 

! 1 18,200 

137,3.s5 

UubMa . 

18,103 

13,432 

21,978 

‘ 18,737 

298 

Italy 

14,(>10 

13,955 

' 20,401 

1 27,-179 

29,273 

lje'l‘.<iuni . . . “^ 

13,528 

021 

1,091 

1,748 

1,421 

Portug.ilo 

0,053 

4,751 

0,017 

1,702 

5,295 

Greece 

2,537 

2, 107 

1,205 

183 

1,048 


87,257 

107,720 

152,084 

20 1,050 

174,690 

L nit eel Slates . 

30,478 

20,832 

33,240 

33,721 

23,559 

Cuba .... 

2,21 1 

'l,782 

2,059 

2,013 

1.963 

Bf i/,il . . 1 . . 

12, 1(>5 

5,151 

0,718 

7,180 

8,830 



14,783 

4,951 

7,518 

5,570 

0,044 

(.hina 

14,845 

8,540 

10.'h)7 

^0,021 

11,832 

British lexpe^rts to Mlies 

102,042 

151.991 

212,302 

200,101 

220,92 1 

Canada 

23,795 

1 13,293 

18,018 

10,202 

' 14,280 

Australia 

34,470 

1 28,900 

.35,947 

22,115 

20,217 

N(’W Ze’aland .... 

10,838 

! 9,371 

12,073 

! 7,037 

7,700 

India and (e-^lon 

74,458 1 

' 47,500 c 

55,534 

02.070 

51,138 

South Africa .... 

22,185 1 

18,291 

23,078 : 

19,992 

23,453 

^^'gypt 

9,jlt)5 I 

8,053 

1 1 ,225 

! 4,793 

22.;>35 

West Africa 

(>,(>01 i 

5.730 

7,092 ' 

8,381 

7,901 

Mauritius . . , 1 

530 

73.3 

914 

544 

512 

Straits Settlejncnts . 

5,830 1 

3.071 i 

5,234 

4,890 

0,140 

West Indies .... 

2,339 1 

1 ,837 

2,139 1 

2,054 1 

f 1,695 

Othejr I^js^essions 

11,219 

10,912 

14,922 

^ 14,574 

17,170 

Bnhbh IXports to Pejssessioiisl 

205,112 j 

148,120 

180,176 

172,058 

17s8,513 • 

if 

Re-exports to Allies 

'G3.023 1 

00 231 

02,000 

53,581 

24,421 

Re-exportb to Pejsse^ssions . 

13,774 1 

12,308 

14,534 1 

7,494 

5,084 < 

Total to Allies & Possessions 

443,951 ' 

370,010 

475,738 

493,897 

434,942 

r' /• 
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Exports*to Neutrals During ihe War Years 1915-1918 (OOO’s Omitted ) 


• 

1913 

1915 

1916 

1917. 

1918 

To— 

i 

i 

i 

£ 

£ 

Sweden * . 

8,220 

6,279 

Q,S1A 

3,074 

2,628 

Norway ^ 

>6,147 

7,287 

10,897 

.8,453 

5,437 

Denmark * 

6,061 

8,035 

11,873 

7,210 

3,697 

Netherlands .... 

22.794 

24,266 

32,533 

28,103 

22,662 

Switzerland .... 

4.212 

3,602 

4,561 

6,445 

8.630 

Sfjjiin . » . . 1 

9,728 

7,478 

9,905 

5,067 

4,158 


57,162 

56,947 

76,343 

58,352 

47,212 

Argentina . ... 

22,641 

11,516 

13,949 

12,879 

17,613 

Mexico 

2,333 

249 

348 

917 

1,094 

•('hilc . . 

6,010 

• 1,791* 

1 4,034 

4,638 

6,384 

Pern 

1,488 

591 

1,081 

1,495 

1,530 

Tlrn^uay . . . . | 

2,916 

1,497 

1,899 

2,277 

3,151 

Other Countncs^ . . . 1 

• • . 1 

65,54 1 

8,867 

10,088 

13,700 

16,052' 

hitish l^xp|)rts to Neiitrab | 

158.091 

81,458 

107,7*4^ 

94,258 

93,036 

ic-e\port^to Nciitr.ils 

.132,778 

26,463 

20,367 

8,602 

1,451 

'otal Exports to Neutrals . 

190,869 

107,921 , 

128,109 

i - 

102,860 

94.487 


Imports from Allies and Briiish* Possessions During the 
War Yf^ars 1915-1918 (OOO's Omitted)* 



1913 

19i;> 

1916 

1917. 

1918 

lYom- '* 

’ £ " 

£ 

r '* £ 

£ 

£ 

T' ranee 

49,498 

35?449 

31,067 

28, 17.3 

39,466 

Russia 

40.271 

21,435 

18,‘252 

17,937 

6,730 

Italy . 

8: 131 

11,278 

11,243 

10,3W 

18,413 

Belgium 

23,426 

‘^,9^1 

4,480 

3,492 

1,763 

Portugnj 

3,898 

5,325 

6,803 

4.859 

12,442 

Greece 

2,202 

3,935 

4,687 

958 

2,392 


127,426 

80,353 

76,532 

•66,116 

81,206 

United St.ites , . 

143,854 

239,945 

295.829 

380.287 

522,078 

Cuba 

3,675 

8.240 

13,052, 

17,771 

22,330 

Brazil 

10,008 

8,257 

9,037 

9,985 

8,850 

J apaii 

4,389 

9,379 

12,495 

15,299 

23,883 

China .... 

4.6;2 

7,035 

8,335 

8,497 

9,708 

Total from Allies 

294,024 

353,209 

415,280 

497.955 

668.055 

Canada • 

30,488 

40,989 

58,529 

84.385 

124, i68 

Australia . . 

38,065 

45,190 

36,178 

64,289 

45,696 

N§w Zealand * 

20,338 

30,408 

31,62/ 

29,088. 

24,812 

India and Ceylon 

56,218 

74,411 

83,096 ^ 

' 77,026 

101,060 

South Africa . 

12,495 

11,463 

12,323 

12,060 

12,940 

kryp^ ... 

21,395 

21,791 

26,606 

3t.484 

54,140 

West Africa . . . 

5,174 

9,537 

11,965 

14,845 

19,158 

Ttlauritius . . • * • i 

Straits Seftlemcnts 

293 

3,923 

2,715 

1,9^2 

3.628 

15,880 

16,571 

16,015 

16,044 

10,84)7 

Majfiy States .... 

3,574 

3,433 

(>.284 

6,984 

2,144 

West Indies 

, 2.116 

4,07^ 

•5,018 

6,216 

8,107 

Other Possessions 

(>♦875 

10,025 

12,317 

13,697 

18,059 

Total from Possessions . . 

212,911 

271,815 

302.673* 

359,030 

425,019 

• 

Total fi#m Allies & Possessions 

506,935 

6^5,024 

717,953 

856,^85 , 

J0^,fi74 


^ Including enemy countncs (Germany, in 1913, ;(40,677,000.) 


24— (1723) 
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Imports from Neutrals During the War Years 19IS-1918 


(OOO’b Omitted.) 

' 



1913 

1915. 

1916, 

1917. 

1918. , 

From — 

1 

. / 

1 



Sweden . . ... 

14,213 

19,802 

20,606 

14,939 

22,v375 

Noi way 

7,437 

13,690 

16,659 

18,373 

23,763 

Denmark ^ 

24,053 

22,894 

22,954 

18,338 

5,339 

Netherlands .... 

27,^13 

38,103 

41,221 

31,237 

17,218 

Swntzerland .... 

11,070 

15,252 

15,510 

11,310 

13,095 

Spam 

15,976 

20,841 

27,487 

22.462 

31,331 


100,662 

130,582 

144,437 

122,659 

i 13,121 

Argentina . . ' . 

42,485 

' 63,877 

51,591 

1 48,428 

63,116 

Mexico 

1.880 

' 2,228 

2,573 

1 2,316 

5,125 

Chile 

5,359 

9.5S5 

12,409 

13,2'i.< 

19,334 

Peru 

3.178 i 

3.313 

4,789 1 

4,673 , 

8.006 

Uruguay . . . 

2,749 ' 

4.331 

3,997 1 

v5,456 1 

6,542 

Other Countpc.s^ . 

10,5.487 

12.953 ! 

10,755 , 

14,228 ; 

11,020 

Total from Neutrals 

261,800 

226,869 

1230,554 ! 

L_ ' 

210,983 i 

226 264 


Exports JO Kuroplan loumkies 
(OOO’s Omitted ) 


To 

1913 

1915 

1916 

1917 

o 1918^^ 

1919 

1920 • 

France 

£ 

£ 

£ 


£ 

£ 

£ 

32,396 

12,497 

98,272 

118,206 

137,355 

155.384 

146,600 

Italy .... 

14,640 

13,955 

20,4.61 

27,474 

29,273 

27,771 

39,737 

Switzerland . 

4,212 

3,602 

4,561 

6,445 

8,630 

13,627 

12,641 

Spam 

9,728 

7.478 

9,905 

5,067 

4,158 

12,677 

23,165 

Portugal . 

6,053 

4,751 

6,017 

4,702 

5,295 

9,602 

17,658 

Belgium , 

13,528 

621 

1,091 

.,748 

1,421 

49,281 

50,107 

Germany . 

40,677 



- 



14.696 

21,723 

Austria-Hungary 

4,481 

— 

— 

— 

* 

1,486 

3,969 

Greece \ , . / 

2,537 

i 2.467 

1,265 

183 

1,048 

6.891 

12.782 

Koumania . 

1,947 

I 487 

46 

701 



5,583 

7,122 

Turkey (Europ’n) | 

2,414 

1 232 

90 

214 

489 

12,25i 

18.861 

Russia 

18,103 

; 13,432 

24.978 

48,737 

298 

' 12,765 

1 1 ^93 

Sweden . 

8,220 

: 6,279 

6.574 

! 3,074 

2,628 

24,447 

39^332 

Nyrway . 

6,147 

' 7,287 

10,897 

8,453 

5,437 

2;,416 

33,38% 

Denmark 

6,061 

8,035 

11,873 

7.210 

3,697 

35,005 

31.688 

Netherlands . 

22,79. 

2^,266 

32,533 

28,103 

22,662 

43,382 

71.499 


193,938 

165,392 

228,563 

260,317 

222,391 

452,267 

542,164* 


» Cncljiding enemy countries (r;crmany, in f913, ;^80,4 11,000). 
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• Imports fro^ European Countries ^ 
(OOO’s Omitted ) 


. . • 

Lrom • 

1913 

» 

1915 

.1916 

1917 

1918 

1919 

1920. 


i 

£ 

1 


£ 

£ 

/ 

France 

49,498 

35,449 

31,067 

28,473 

39, 166 

52,565 

82,560 

It^ly .... 

8,131 

11,278 

11,2^3 

10,397 1 

18,413 

14,690 

17,930 

Switzrrl.ind . 

11,070 

15,252 

15,510 

1 1,310 i 

13,095 

14,852 

37,005 

Spam , . 

15,970 

20,84 1 

27,487 

22,462 1 

31,331 

39.290 

42,549 

rortuii,^ 

3,898 

5,325 

6,803 

4.859 

12,412 

1 1,654 

10.489* 

Belgium . 

23, \2i\ 

• 2,931 

4,480 

3,492 ! 

4,763 

10,197 

45,750 

Germany . ^ 

80,411 

, 201 

103 

49, 

• 8 

993 

31,126 

Austna-Himg.n y 

7,706 

48 

7 


— . 

506 

2,623 

Greece . 

2,202 

3.935 

4,687 

• 958 

2,392 

10,746 

6,772 

Koumania 

2,037 

• 5 

— . 

• 


3 

3,228 

Turkey (Kurop’n) 

1,165 

1,063 

76 

^3 

.30 

2,682 

3,119 

Russia • . . . 

40,271 

21,435 

18.252 

. W.937 

6,730, 

L 16,678 

34,183 

Sweden . 

14,213 

19,802 

20,606 

14,939 

22,375 

.35,578 

56,372 

Norway . 

7,437 

13,690 

1 16,659 

18,373 

23,763 

17,070 

23,859 

Denmark 

24,053 

22,894 

22,954 

J8.338; 

5,339 

9,797 

31,671 

Netherlands*. 

27,913 

38,K)3 

4r,221 

37,237. 

17,218 

44.093 

74,294 


319,407 

212,252 

• 

221,155 

188,847:194,365 

284,394 

503,530 


r-AVOKlb lO WniliK roKElGN GOUN IKIES* • 

^ • (OOO's Omitted ) 


To 

1913 

1915 

^1916 

1917. 

1918 

1919 

1920 

United 

States . 

£ 

30,478 

£ 

26.832 

£ 

33,246 

£ 

33,721 

£ 

23,559 

34,416 

£ 

78,524 

Cuba . 


2,214 

T.782 

2,059 

2,013 

1,963 

1,974 

7,246 

Mexico 


2,333 

249 


917 

1,094 

1,312 

4,327 

Argentina . .* 

22,641 

11,516 

13,949 

12,879 

17,613 

21,208 

42.840 

Brazil 


12.465 

5,151 

6,718 

7,186 

8,81^ 

10.757 

24,329 

Chile . 


6,010 

1,791 

4.034 

4,638 

6,384 

4,792 

9,694 

Peru . 

4 

1,488 

591 

1,081 

1,495 

1,530 

•1,711 

4,718 

Urucua 

y • • 

2,916 

1,497 

1,899 

2,277 

3,151 

3,230 

5,933 

Jap«a 


14.783' 

' 4,954 

7,548 

5,570 

6,044 

12,835 

26,337 

China. 

• • 

14,845 

8,546 

10,707 

10.624 

11,832 

20,976 

43.542 

Turke)! 

(AsiatTt) 

5,291 

132 

336 

708 

1,296 

9,871 

18,861 

Other 

Countries 

10,731 

7.852 

- *■ f 

9,616 

r^.07^ 

14,287 

17,348 

25,571 

• 


126,195 

70,^93 

91,541 

94,105 

97,5^9 

140,430 

291,922 
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Imports from Other Foreign Countries 
(OOO’s Omitted.) * 


Trom 

; 1913 

1915 

1916 

1917. 

1918 

1919. j 

1920 


£ 

' , 

i 

L 1 

1 

i 

^ 1 

1 

United States . 

143,354 

239,945 

295,829 

580,287 

522,078 

546,672 

569,738 

Cuba .... 

3,675 

8,240 

13,0.52 

17,771 

22,330 

17,378, 

25,629 

Me.vico . 

1,880 

2,228 

2,. 573 ! 

2,316 

5,125 

7,187' 

13,466 

Argentina 

4:f.485 

63.877 

51,594; 

48.4!>« 

63,116 

81,826, 

128,039 

Brazil 

•10,008 

8,257 

9,037 1 

9,985 

8,850 

10-945 

12;160 

Chile .... 

5,359 

9,585 

12,409 1 

13,223 

19,334 

7,294 1 

12,981 

Peru .... 

I 3,178 

3.313 

4,789 : 

^ 4,673 

8,006 

8,860 

14,582 

Uruguay 

i 2,719, 

4,331 

! 3,9971 

5,456 

6,542 

10,515 

7,065 

Japan . . . 

: 4,389 

, 9,379 

' 12,495 

15.299! 

23,883 i 

23,880 

29,876 

China . . . .- 

4,672 

7,035 

8,335 1 

8,497 

9,708 

23,079- 

26,919 

Turkey (Asiatic) 

4,251 

750 

781 , 

444 

665 , 

6,776 ' 

9,.940 

Otlicr Countries 

, 9,917 

10,876 

9,788 

9,908 

10,317 

18,6351 

1 

22,986 


236.41,7' 

‘367,816 ! 

12't,679 ‘ 
1..^^ ' 

U 6,287 

699,954 

763,047 1 

572,481 


hxpORTs TO Britist. Possessions 
(OOO'b Omitted ) 


To 

1913 

1915 

1916. 

1917. 

1918 

, 1919 

1920 


1 

/ 

f*- 

i 

£ 

' £ 

£ 

Canada . 

23,795 

13,293, 

18,018 

16,202 

14,280 

j 16,019 

42,782 

Australia. 

34,470 

28,966 

35,947 

22,115 

26,217 

I 26.361 

62,486 

New Zealand 

10,838 

9,374 

12,073 

7,037 

7,706 

9,595 

26,601 

India and Ceylon 

74,458 

47,560 ' 

55,534 

62,076 

51,138 

1 73,295 

187.730 

South Africa 

22,185 

18,29r. 

23,078 i 

19,992 

23,453 

20,012 

50,530 

Kgvpt '. . . 

9,805 

8,053 

11,225 

14,793 

22,235 , 

19,417 

4*3,663 

We-,t Africa 

6,601 

5,730 

7.092 1 

8,381 

7,961 ' 

12,261 

23,234 

Mauntius 

536 

733 1 

914: 

: 544 

512 

845 

2,745 

Straits Settlements 

: 5,836 

3,671 

5,234 1 

1 4,890 

6,140 

6,29r' 

16,568 

West Indies . i 

1 2, .339 

1,837 1 

2,139' 

2,074 

1,695 

2,168 

5/(947 

Other Possessions ' 

1 

14,249 

10,912 

1 

14.922 

14,574 

! 17.17^ 

19.429 

39,197 

• 

Total . . . 1 

205.1i;?{l48.420, 186.176 

172,658 

178,513 

1 " ■ 

205,695 

5\J 1,483 
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Imports i Rf^M British Possessions 
(OOO’s Omitted ) 


• •pioni ^ 

1913 

*1015 

1916 

• 

1917 

1918 

1919 

1920 


£ 

£ 

£ 

£ 

£ 

£ 

£ 

Canada. . 

30,488 

40,989 

58,529 

84,385 

124,468 

115,295 

92,854 

Atistralia. 

38,065 

45,190 

36, 1.8 

64,€89 

45,696 

111,682 

112,709 

New Zealand 

20,338 

30,408 

31,627 

29,088 

24,812 

52,680 

47,743 

India and Ceylon 

56,218 

74,411 

83,096 

77,026 

101,060 

125,975 

112,593 

South Africa 

12,495 

11,463 

12,323 

12,060 

12,940 

23,512 

20,235^ 

Egypt • . . 

21,395 

.21,791 

26,606 

32,484 

54,140 

60,731 

69,336 

West Africa 

5,17^ 

9,537 

11,965 

14,845 

1^.L58 

1 3,628 

26,470 

30,660 

Mauritius *. 

293 

• 3,923 

2,715 1 

1 1,912 

7,320 

7,024 

StraitsSett#«nents 

15,880 

16,571 

16,015 

16,044 1 

10,807 

21,353 

17,957 

Malay States 

3,574 

. 3,433 

6,284 

6,98 Ij 
6,216^ 

2,144 

6,875 

6,973 

West Indies 

2,116 

4,074 

5,018 

1 8,107 

11,174 

14,666 

Other I^ossesbions 

Tofal from Posses- 

6,875 

10,035 

12,317 

1 13,(?97> 

I 1 

18,859 21,404 

__ . 0 

27,981 

sions 

212,911 

271,825 

302,673 359,030 1425,019 584,471 

• . . 1 

560,731 



• 


• 





Re-Exports 
(OOO’s Omittc^l ) 


To 

1913 

1915 

1916 

1917 

1918^ 

1919 1 

1 

1920 

• 

£• 

£ 

£ 

£ 

£ 

£ 

/ 

France . 

12,072 

12,728 

14,904 

16,500 

13,’S.l2 

35,814 

40,097 

Italy .... 

1,012 

3,690 

3,539 

4,382 

4,249 

5,689 

5,624 

Belgium . 
Cermany 

7,436 

114 

77 

88 

11 

17,567 

19.522 

19,823 

— ■ 

• — 

— 


8,491 

29,376 

Russia 

9,591 

11,472 

9,353 

4.003 

10 

4,456 

4,842 

Sweden . 

1 014 

3,880 

2,332 

190 

123 

5,238 

5,006 

Norway . 

518 

^,058 

1,361 

894 

208 

2,169 

1,942 

Denmark 

590 

4,151 

2,817 

825 

246 

6,020 

6^48 

Netherlands . 

1 5,160 

12,604 

9,127 

4,025 

406 

26,344 

14,576 

United States 

; 30,222 

29,402 

31,883 

26,914 

3,481 

31.48J 

53,964 

Japan . . . 

i 297 

301 

466 

325 

1,358 

1,816 

• 1,912 

Other Coiintnes . 

8,066 

6,695 

7,174 

4,037 

2,038 

9,595 

L* 

13,931 

• 

Tofeil to Foreign 
Countries ^ ^ 

95,801* 

87,095 

83,033 

62,183 

25,872 

154,1580 

196,940 

lintish Possese^fons 

13,774 

12,131 

14,533 

7,494 

j 5,084 

9,642 

25,466 

Total 

109,575 9^22(j 

97,566 

69,67? 

30,956 

164,322 

222,406 
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Export Credits Scheme 

This scheme, which first came into opeiation on 9lh September, 
1919, was ins1*itutcd by the British Government with the object of 
facilitating exports to the following impoverished countries of 
Europe ; Finland, Latvia, Esthonia, Idtjiuania, Polapd, Czecho-' 
Slovakia, Yiigo-Slavia, Roiimania, Ccoigia, and Ariiienia. Bulgaria 
was added to the list on 26th October, 1920, and Austria on 18th 
February, 1921. The s^licme^ was intended not only to affojd 
importers in sudi countiies a reasonable term of credit, but also 
to overcome for a while the extreme difficulties of settlempnt for 
imports owing to exceptionally depieciated currencies. Sitice its 
institution it ha'? undergone certain modifications. Under it,- as 
originally framed, the Government stated they weror prepared, 
through the Expoit Ciedits Department bf the Board of Trade, 
to consider applLation^ for advance^ by potential exporters in 
this country up to 80 per cent, of the cost of the goods to fhe 
exporter (including freight, insurance, and commission payable to 
the department by tlv3*exporLer‘'availfng himself of the scheme). 
The importer in th^ impoveVished country had to agree with the 
exporter in this country to take up' th^ bills of lading against a 
deposit of currency which,' calculated on the basis of the current 
exchange rafe, was to be the equivalent of the amount of the draft 
plu'^ an agreed, upon maigin to be maintained. This deposit was 
to be made with the department's agents in the importing country, 
to be held as security for the eventual payment of the bill of 
exchange Alternative cover w.is approved deposit of produce or 
secuiities. The above undertakiufi, had to be guaiantced by an 
approved bank of the count ly of purchase or elsewhere befoie the 
department made an advance against ,lhe shipping documents. 
The advance was to be a fii'^t charge upon the proceeds of the bill 
and dep«sited security, but if such proceeds were less than theVost 
(including freight, insurance, and commission paid to the depart- 
ment), the 16ss represented by the difference was to bo shared 
between the department and the drawer olt the bill, the share!® of 
the department being in tlie proportion which the advance^ bord 
to such cost. The cii^Iits^weie to be granted for such periods as 
the department might determine in each case, and rhight be granted^ 
up to a maxinuiiVi peiiod of tliree years. Advances were not to be 
rrfid^" for tlje expoit of raw materials or* of suiplus Govci’nment 
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stores, and‘preference was to be given to the finance of goods where 
the larger ‘part of the cost was due to manufacture or production 
in this coi^jiti^. Interest was to be payable at thfi rate of 1 per 
cent, above English Bank Rate, with a minimum of 6 per cent, pei 

• annum. Applications for advances, accompanied by a banker’s 

• guafantee of sterling payment of the bill at maturity, were to 
receive preferential consideration. 

In revised conditions subsequently issued in September, 1919, 
it was stated that advances (up to^O per cent, of exporter's cost) 
would be made without recourse to the expoiter (except in the 
case misrepresentation by him), but would be a first charge upcA 
the bill of exchange And relative security. Alsy that the depart- 
ment prepared to consider such propositions for security as 
might be laid before tVau’by the expoiter. 

By an Act passed on 91 h August, 192t\((%w^ieas Trade (Credits 
and Insurance) Act, 10 & 11 Geo. V, c.fi9), Parhfiment formally 
gi anted ^he Boaid of Trade pow'er to accord ciechts under the 
Export ' litb Scheme up to an aggregate amount at any time 
outstanding not exceeding £26,000, 0©0. 

On 25th October, 1920, lU was announced ‘that the (lepartment 
were authoiized to advance, in approved cases, up to 100 per cent, 
of the ccfst of the goods to the exporter (including freiftlit, insurance, 
and commission payable to the department), retaining recourse 
against the exporiei in respect of 20 per cent. * 

d'he incliisiTin of wool tops, noils, and waaste ^within the Export 
Credits Scheme w’as announced on 16lh December, 1920. 

In the House of Commons op 9lh March, 1921, an announcement 
was m :de that in future the Government proposed, instead of 
advancing 100 per cent, of the cost of goods to the exporter in this 
country, to guarantee up to 85 per cent, of the invoice price (t« the 
bu yer) in cas^s whcie goods were not written up above the market 
value. The importer in the foreign country was if) put up approved 
security to the extent of not less than 50 per cent., a^d the Govern- 
ment would then take one-half of the uncovered risk. If the* 
importer up 50 per cent, security, the Government w;ould 
staled the risk of the expoiter upon a furtjjer 25 per cent. ; if the 
importer put »p 60 per (Tent*, the Government would take the risk 
on a further 20 per cent.*, and if the impoiter p^t up 70 per cent., 
the Government would take tl^e risk on a further 15 per c^t.. 
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giving the exporter in this^case safety up to 85 per cent. If the 
importer put up 85 per cent, security, the Gotvernment undertook no 
risk, for 15 pertCent. was the lowest risk the exporter musj., undertake. 

Alternatively, the Government would guarantee 70 per cent, of 
the loss on any approved expoit transaction carried through by a. 
bank in this country, the bank to arrange with thq, exporter Vheir’ 
respective shares of the remaining risk. 

It was also stated that it was intended to apply the scheme to 
trade with the Dominions,' but l^nat, for the time being, it would not 
cover export of raw mateiials. 

% Up to 6th December, 1920, tlie advances made by the ij.xpoit 
Credits Depaitment^ amounted only to about £120,000, and up to 
9th March, 1921, to about^ £400,000. vSucli a total is a^dmittedly 
extremely small and illustrates the relna^k.ibly small extent to 
which the Goveinment .scheme has been utilized by tiadeis. 
Probably the main reasen wky the f.icilities have not been more 
availed of has been the lack of acceptable secuiity in the ownciship 
of w'ould-be impoiters ip the impoveiijied count lies. deposit 
of currency as security w'ould, obviously, lock up liquid lesources 
of the importer until' such time as he received payment in his own 
country for the impm ted ,ai tides. As 'at present framed, the 
schtmc IS obv/ously inadequate to cope with tin' tempoiaiy paralysis 
that has overtaken intci national trading. To a vaay huge extent 
this 'paralysis, a*s is pointed out elst where, is due to maikets, at 
home and abroad, being stocked with high-pi icaal g( ( dv, and reduced 
purchasing powaa of 1h(‘ geneial f onsuini r. 

Since Decmnber, 1920, howi V( r, it is gratifying to note, fiom the 
particulars given behav, that some iiu leased use has been made 
of the facilities aff(jrded by the export ( redits scheme. The follow- 
ing return of advance.s made, appliiations sanctioned, and advances 
repaid, under the Overseas Trade (Credits and ln‘^urance) Act, 
1920, v;as published m the Board of Trade Journal dated 28th 
April, 1921—, 


Advances Actualcy Made 

1st January to 3Ist March, 1921, for Finland, Baltic Pro- 
vinces, Poland, Czecho-Slc#/akip, Yugo-Slavia, lyioumania, 

Bulgaria, and Austria . . . * . . . ‘ 321,058 5 

Total from September, 1919, to 31st March, 19»’l, for Fin- 
land, Baltic Provinces, Poland, Czecho slovakia, Yugo- 
Sl^.via, Roumania, Bulgaria, and Aiw.tria • , • • 458,843 1 

• * * ' 
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* Applications SANtxroNED I s d 

1st January* to 31st Marah, 1921 ..... 686,711 12 10 

Total from September, 1919, to 31st March. 1921. . ^2.086,745 17 10 

Advances Repaid 

•September, 1919, to 31st March, 1921 .... 16,173 2 10 

The Brussels International Financial Conference 


On Friday, 24th September, 1920, after numerous postponements, 
tRere opened at Brussels an International Conference to discuss and 
to suggest, where possible, remedial measures for the many economic 
and fij^ancial, evils the \vorld is now suffering from as the aftermatiT 

of the recent war ; e\^ils which, in the main, iTave aiisen from the 

• • 

violation^ijuring and since the war of b^sic principles of economics 
and finance, in part ic’^lar* unprecedented inflation of credit and 
currency. As economic and financial %condi1;ions of different 
countries reflect themselves in the (^chaftges, the*pioceedings of 
this impo’ tant ConfeKuice are theieforc biiefly reviewed m this 
chapter, • • * * * • 

Prior to the opening of the Conference, which was attended by 
representatives of thirty-nine^ countries, a serfes of pamphlets w^as 
prepared, at the request of the Lcaguc^f Nations, by a number of 
eminent economists in various^ countries. These pamphlets, which 
included a mass of statistical malter, w^ere prepared with a view 
to their serving as a preliminary to the Conference, and most of 
them dealt witti monetary and currency pi oblems, which had arisen 
since the war. The pamphlets disclosing some differences of 
opinion, the chief writers, in yrder to facilitate the w'oik of the 
Conference, met together and drew up a joint memorandum on 
those points in the economic and financial situation which they 
considered to be of supreme importance, and on which they \^ere 
in ‘ omplete Harmony. A copy of this Memorandum js given 
below — 


I — Inflation 

• • • 

1. It IS ess^nt^l that the inflatioa (T credit and currency should be stopped 

Everywhere at; tne earliest possible i loment. * 

2. 'fo this end, Government spending must be put down, the conduct of 
Government enten)nse at les§ thjin cost and^the payment of subsidies on 

piarticular commoaities and services must, as far as possible, be abolished, 
and military and naval expenditure stringently restricted. 

3 The equilibrium of State Budgets must be restored, loans not bei^g 
employe^ to meet ordinary*current requuements. 
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4 Artificially low Bank Rates out of conformity with the real scarcity of 
capital, and made possible only by the creation of new currer.cy, must be 
avoided. 

5 Floating d«bts should, as soon as practicable, be fund'ed. ^ ^ 

II — Exchanges 

6 The level of the exchanges tends to correspond with the relative internal* 
values of the currencies of the several countries' The serious fiepress»!)n of. 
certain exchanges beneath their real parities would be arAeliorated by — 

(a) The funding of floating debts held abroad in the form of notes 

(b) The restoration as soon and as far as practicable of normal trade 

intercourse between the j^liffcrent countries , 

III — International Credits 

^ 7. The grant of credit (whether through an international loan or 'system 
of guarantees to private lenders or otherwise) to distressed 'countni^s must 
naturally be conditioned upon .some priority beiitg given to these credits, 
and upon other claims being postponed till those credits have liad time to 
exercise their influence upon production 

8 The grant of credits should be condition.M--^ 

(a) L'pon their bein^ used only for the most immediately remunerative 

purposes, uicludiifg the provision of means of subsistence, for the 

labourflig population , 'and 

(b) Upon the borrowing countries doing everything in their power* to 

co-operate in the work of restoring ('conomic life. 

9 The capacity of the lending world, to gn^nt credits will dep(j,nd, in great 
measure, upon the rcst(jration of real peace and normal conditions of 
mternationrl trade. 

(Signed) G Bruins. 

« Gustav Cassel. 

Charles Gide. 

M. Pantaleoni. 

* A. C. PiGou. 

• « 

It will be obsei ved from the above Memorandum that it repiesents 
an exposition of ivutain elemental financial and economic principles, 
the real basis of the welfaie of any State. In effect, the Memoian- 
diim states : “ Reveise the processes that have given use to the 
present economic and financial situation. Stop employing j)alhative 
measures, which can only make the situation still worse, and 
deliy the eventual rehabilitation of the world." 'Ihc principles 
on which the economic and financial recoveiy of all countries* rest 
being "^so manifest, it was not to be expected that the Conference 
could do much more than reiterate them to the world. This was 
practically. the net outcome of the Conference, which concludednts 
meatings on 8 th October, 1920. No panacea was 'found for thor 
world’s economic evils, »iind all schemes for financial salvation based 
on further monetary inflation were rejected by the* Conference. ^ 

The one practical suggestion submitted to the ('onfeience was a 
sclieyie propounded by M. tvr Mculen, 4 Dutch banker, ^for the 
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provision 8f credit for the nationals *of impoverished countries. 
Briefly stated, ^under this plan it is suggested that an International 
Commissi(fii of bankers and'business men, appointed*by the Council 
(jf the League of Nations, should determine the amount of credit 
•to be approved upon thp security of specific assets assigned for the 
* purpose by th« Governments «f countries desiring to participate in 
the scheme. Against these assets the Commission ds to authorize 
tjie issue of gold bonds, to be lent to impor ters by their own Govern- 
ment m ordei that they may pledge them abroad as collateral 
security for importations. One objection to the scheme is that the 
exporter would lock up his own lesources for the peiiod of the 
credit, presumably foj; a period of one to throe years, unless he 
could prfJiiul upon a bank to accept theiionds as collateial for loans 
In this event there w<tdd tend to take pla';e fiiither inflation and 
a coiT,seqiient rise in puces in the county of Iflie exporter. The 
a^^ove-named and othei minor objecrions,1i()\\ever,*ninst be waived 
if the ado^ don of the scheme will bring economic rehabilitation to 
the prest^iL impoveiished couiftries. Oi*i*4(h March, 1921, the 
League of Nations appointed Sir D* Drummond Frasgr, K.B.E., 
a Manchester banker, ^o c^xaminc the assets the irapoverished 
countiies were prepaicd to offer as s«cunty, and to organize the 
ter Meiden scheme. His report has not been received up to 
the time of writing, but probably when issued will coytain 
.suggestions for extensions and modifications of the original 
proposals. 

As already stated, the Conference opened on 24lh September, 
1920. It'', earlier meetings wtre devoted to hearing an exposition 

of the financial situation of each of the thiity-mne countries repre- 
sented, in Older to obtaiy a complete undeistanding of the economic 
and fmanci.il pioblems to be considered. The Conference *next 
divided the wmk involved in the examination of theses problems 
into four parts, and entrusted special commissions of its members 
with I4ie task of making a detailed study and picT)aring specific^ 
recommendations witli regard to (a) public finance, ih) currency 
and^exchaijge, (c) international trade and commeice, and [d) inter- 
national action with special reference tti credits. The various 
recommendatibns of these commissions were later unanimously 
appioved by the Conference. Tho^c proposed l*y the Commission 
on Cijrrency and Exchange aic*gweii on the following pag^?— 
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I. It is of the utmost importance that the growth of inflati^ should be 

stopped. , * 

2 Governments must limit their expenditure to their' revenue (This 
resolution excepted the finance of reconstructing devastated a#^as ) 

3. Banks, and especially banks of issue, should be freed from political 
pressure and should be conducted solely on the lines of prudent finance , 

4. The creation of additional credit should c^ase and Govefiimentso and , 
municipalities should not only not increase their floating debts, but should 
begin to repay orotund them by degrees (In a reference to this resolution, 
the Commission stated “In normal times the natural and most effective 
regulator of the volume and distribution of credit is the rate of interest whicji 
the central banks of issue are compelled, in self-preservation and m duty to 
the community, to raise when credit is unduly expanding ”) 

5 Until credit can be controlled by the normal influence of the irate of 

Interest, it should only be granted for real economic needs. * t 

6 Commerce should' as soon as possible, be freed from control, and 

impediments to inicmational trade removed. ’ *' 

7. All superfluous expendituAj should be avoided ’ 

8 Without entering infio the question whether 'gold is or is not the ideal 
common standard ofc value, fve consider it most important that the world 
.should have some, common standacfl, and that, as gold is to-day the nominal 
standard of the civilized world, it is highly desirable that the (ountries whu li 
have lapsed fronri an effective gold standard should return thereto 

9. It IS useless to attempt to fix the, ratio of existing fidiieiar^j cnrreiKies 

to their nominal gold value*, as, unless the condition of the country concerned 
were sufficiently favourable to mdke the fixing of such ratio unnecessary, it 
could not be maintained „ 

10. Deflation, if and when undertaken, must be carried out gradually, and 

with great caution ; otherwise Mic disturbance to trade and credit might 
pro<e disastrous , ' 

II. We cannot recommend any attempt to stabilize the value of gold, and 
we goavely doubt i hether such attempt could succeed 

12. We believe that neither an International Currem^y nor an International , 
Unit of Account would serve any useful purpose or reinAvc any of the 
difficulties from whicn International Exchange suffers to-day 

13 We can find no justification for supporting the idea that foreign holders 
of bank notes or bank balances should be treated differently from native 
holders. 

14 In coiintncs where there is no central bank of issue, one should be 

established. • 

15.* Attempts to limit fluctuations in exchange by imposing control on 
exchange operations are futile and misleading • 

, « 

Of the several resolutions proposed by the other three commissions 
*‘A\e following ^wo are worthy of particular notice— 

The International Financial Conference affirms that the ,firs^ condition ^ 
for the resumption of international trade is the restoration of rer.I pcace^ the 
conclusion of the wars which jre still being waged, and the assured maintenance 
of peace for the future. • • ♦ « . . 

Whilst recognizing the practical difficulties in the way of immediate action 
in all cases, the Conftrence considers th^t every'Govemment should abandon 
at the earliest practicable date all uneconomical and artificial measures which 
con^ealjfrom tlyi people the true econolVnc situate n ^ 
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After thfe ( lose of the Conference, a* brief report ^ was published 
of the procec(Jings at fhe various meetings, including details of the 
scheme fc^ international credits proposed by M. tbr Meiilen. At 
a later date, in February, 1&21, there was issued a final report,^ 
• consisting^of five large^ volumes, containing a verbatim record of 
the debates a^tlie various meetings, the large amount of statistical 
data laid befoie the Conference by the representatives of the 
yaiious countries, and other matter. 

^ Report and Resolutions of the International Financial Conference, held 
at Bntsscls, 24th September- 8th October, 1920. Published for the League 
of NJiiions by, Hodder Stoughton, Limited, London. * 

Proceedings of the 'International Financial ColTfcrence, Brussels, 1920, 
m three volumes, with t\Nfo supplementary volumes, puDlished for the League 
of NatioJl»by Harrison & Sons, Limited, T^mdon. 



CHAPTER XVI 


UNANCIAL REPORTS ISSUED SINCE 191(5 ^ 

One of the incjircct beneficial results of the Kceiit war is that it 
compeHid tlie Government to appoint at dilfi'ient times since 1916 
Select Committees and other 'Committees to inquire into many 
financial matters and problems which were increasingly engaging 
public attention. The conclusions of the' vaiKAis Cinnnvttces, 
after the examination of numerous c'xpert witnesses, weie later 
published m a series of leports winch must ultimately bv not only 
of historical interest but prove of maieiicl help to Cinumittecs 
appointed m the future /o undeitake \’arious financial inquiiies. 
Sciveral of the ‘reports icsued‘*sinee 1916 deal with the effects pf 
unprecedented monetary inflation since 1914, and achance incon- 
tcstible reasons for stopping fuither inflaticm and for effecting 
gradual deflation, aj> a prelmunaiy to tlie restoration of sound 
financial conditions. Some of these lepoits are printed in full in 
the Appendix to this book from others 'iuany extracts appear m 
se^'eIal of tlm. chapters. Biief eomments (m cadi are givc.i bciow. 

' PlNANClAE EA( ILITIES 1()R TrADE. 

Keporl to the Board of Trade by the Comnutteo appointed to* 
investigate the question of (immcial facilities for Trade (Cmd. 8346). 
Dated 315/ August, 1916.^ 

This report, which w'as published on 22nd September, 1916, set 
forth the recommendations of a Committee appointed by the 
Boasd of Trade to consider the best means of meeting the needs 
of British firms after the war as regards financial facilitic'S for trade, 
pailicularly with reference to the financing of large cjverseas 
contracts, anr] to prepare a detailed scheme for that purpose." 
‘^’I’he inquiiy arose out cA a statenidit of tin* President of the Board 
of Trade in the House of Commons to the effect ‘that English 
banking had not been ^^sufficiently adventurems in the past, 'and 
might with advantage be 'more entei prising in the future. ITie 
Committee, after -pointing out the essential differences between 

V For extracts from this report, .sec chapter entitled " The Banking Position, 
Sectioin Tfic Bsitisli Trade Bank of Corporation,^ * 

382 
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the Enghsjl and Geimaii banking systems, but recognizing the 
immense aid t]ie latter had been to German industry and manu- 
factures, ffltilly came to the conclusion that thei e w^s ample room 
in the British banking system for a new institution which, while 
‘not Jnterf^nng unduly, with the ordinary business done by the 
British Joint Stock Banks, by Golonial Banks, and by Biitish-foreign 
Bonks and banking houses, would be able to assist British interests 
ili a manner that was not possible upder existing conditions ; 
])aiticularly in furnishing long term credits and the finance of 
errtaitt classes of overseas business. As a result of the recom- 
mendfltions (3f the Committee, there was later formed the BiitniT 
Tmde Coi^^oration. It js yet too early to state wkether the facilities 
affoid(d*l9y this institutum will meet •fully the recijinmcndations 

and intiaitions of the (Committee. 

• 

Premium Bonds# 

# 

Report Jt m the Select Committee on Prcimnm Bonds (168). Dated 
I6th J(inft(u\, 1918.^ 

Tins C()mmitt('e was apyointed on 6th Nova mber,® 1917, “to 
nuiune into and u'port^on the desirability oi otheiwis*e of laismg 
money fyr the puipose of the war by tlie issue of Pieinium Bonds.” 
Foi some months pievious to* its aiipomtiiK'nt, many opinions had 
been expiessed in the House of Commons and m^he Press t(1 the 
*eife(t that an#issUe*of Premium Bonds would not only prove very 
])opulai with certain classes of the community, but would enable 
the Government to attiact loans at a rate (d interest materially 
less than the rate it was borrowing at in 1917. It was thought by 
the proposers of such an issue that many people would be prepared 
to make loans to the GTivernment at a rate of intiTcst as Iqjv as 
2 J 4 )eT cent, pf there was a possibility of theii subsequently being 
the lucky holder of a diawn bond to which thei^c was aHached a 
large p^izc. It was also contended that the issue of Premium Bonds 
W)uld lead to less extravagance, through the transfer of purchasing^ 

• powei by* tl»e working classes to the Government. Obviously, 
suclf a transfer would have had a beneficial effect on the economic 
position of th(i country *t ap time whe^ war conditions demanded 

* the gi eatest economy in (ionsumj)tion of goods ayd services by the 

^ Far copy of Report tec AppencTl.K •VIII. 
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general public. The Committee, after examination of thirty-five 
witnesses, repiescnting various interests, producei;! a very incon- 
clusive repoif , and candidly admitted that there was sh'arp division 
of opinion, not only amongst their members but also between the 
witnesses examined, as to the advisability or othej-wisc of afl 
issue ot Premium Bonds. The report was duly considered by the 
House of CoKimons, the members of which showed the same 
indecision or conflict of ^opinion as the Committee, the propo^l, 
after several revivals, for the issue of Premium Bonds being finally 
rejected by the House on 1st December, 1919. It has, however, 
to be noted that in the War Loan of 1919, the possibilivy of receiving 
any year a reasonable premium was introduced inlo« the terms 
under which the Victory* Bonds were issued in conncolion with 
this loan. The subscription price was £85 per cent., and the 
holders of bondsUhat hhppen to be diawn each year will .receive 
immediately flOO, regal’dless of the current market price. * 

BANK^AmAL’(tAMA'TK)NS. * 

Report •oj the Treusury Committee on Bank Amalgamations 
{Cfnd. 9052). Dated \st May, 1918. ' , 

The amalgamation movirment of large banks that commenced 
in December, 1917, arousing fears in some quart ('rs of the event ual 
establishment (^/ a money trust, the Chancellor of the Exchequer, 
by a Minute dat('d 11th March, 1918, appointed a Tieasury Conn* 
mittee "to consider and report to what extent, if at all, amal- 
gamations between banks may affect prejudicially the interests of 
the industrial and mercantile commi^nity, and whether it is desirable 
that legislation should be introduced to prohibit such amalgamations 
or to provide safeguards under which they might continue to be 
permitted." In their icpoit,^ wliich was published on 21st May 
19)8, Jhc Comiqittce reviewed very fully the many objections of 
the commcicial community to further amalgamations, and though 
^r-exprcssiiig ah opinion that they did not think there was ^ny fear 
of a money trust being established in the near futury, tjicy rccom- 
mehded that the approval both of the Treasury and (>i the Board 
of Trade should be obtaiued to any fiyrther projjosed combines, 
and that sanction should be refused if^an amalgamation scheme* 

^ For extracts from this report, sc^ Chapter V, " The Banking'JPosition, 
Section, The Amalgamation Movel^cht.''* • 
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involved appreciable overlap of area without securing 
compensating .facilities to the public, or would result in undue 
predominjftce on the part of the larger bank, 'ilie Committee 
recognized that the old type of amalgamation — the absorption of 
•locaj bank^ by a larger ^nd more widely-spread Joint Stock Bank — 
had conferrcd*greater facilitiee on the public. The advantages or 
otherwise of the new type of amalgamation- — the union of one large 
J^Dint Stock Bank with another similar bank — ^liad yet to be 
proved by experience, and any such proposed amalgamation in 
the ^iture should, therefore, receive careful consideration by 
disinrt'rested* parlies before being permitted t^ take place. 

^ ^ Financial Facilities. 

Report of the Com'iMttee on Financial f^acihttes (Cmd. 9227). 
Dated^2\st 'N ovemRer , • 

♦This Committee was appointed by a 'Treasury Minute dated 
26th Nove '^ber, 1917, “ to consider and report whether the normal 
arrangeimn lor the pro/ision'of financial facilities for trade by 
means of existing banking and othec financial institutions will be 
adequate to meet the needs' of British industry during the period 
immediately following the terininatiui of the war, and, if not, 
by wha.: emergency arrangement they should be i/Upplementcd, 
regard being had in particular to the speciai assistance which may 
_ be necessary — 

(а) “ To facilitate the conversion of works and factories now 
engaged upon war work to normal production ; 

(б) “ To meet the exceptional demands for raw materials arising 
from the depiction of stocks.’* 

In order to facilitate, their work the Committee divided their 
investigations into two main parts : (1) Tlie financial needs of 
trade immediately after the war, and the respect in wljich these 
needs will differ from the needs under normal conditions ; *(2) the 
provision of financial facilities to meet these needs. The report 
of the Committee wSs an exceedingly interesting document. In 
the first part the Committee reviewed at length the increased 
demands for capital that were likely to fer a considerable 
^ period after tht war owin^ to Increased cost of labour and materials, 
the necessity for giving longer oredit, anticipated expansion in the 

' F#r copy of Report Appctftiik 1»X, 
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volume of trade, repairs and replacements, rc-conver^on of plant 
and works from war requirements to peace-time production, and 
new requirements m respect of permanent outlay. t^Tlie second 
part of the report gave a very interesting account of the credit 
and financial system ruling m this country before the war, the part 
dislocation and abuse of the noriiml credit machinery during the 
war, and emphasized the necessity for the re-establishment of a 
sound financial basis by the restoration of an effective gold standard 
as soon as possible. Tlie Committee considered that the banks 
would be able and willing to meet a consideiable pait.of the 
demands for increased liquid capital after the war, but wotsld not 
be able to accede lo requests for extended credit of any considerable 
magnitude involving a Irxk-up of funds for a long poriod, and 
therefore recommendiid that industrial coitt^erns should themselves 
increase their financial 'resources by issues of new share*? when 
possible. 

Currency and Foreign Exchanges 

First Ipterim Report of the Committee on Currency and Foreign 
Exchanges after the War (Cmd. 9182). Dated 15//i August, 1918. 

Tins Committee was appemted in January, 1918, by the Treasuiy 
and the Mmister of Reconstruction "to consider th ‘ vaiious 
problems which will arise in connection with cuirency and th(' 
foreign exchanges during the peiiod of reconstruction, and repent 
upon the steps required to bring about the restoration of normal 
conditions in due course." The following words were subsequently 
added to the Terms of Reference " and to consider the working 
of the Bank Act, 1844, and the constitution and functions of the 
Bank of England with a view to recommending any alterations 
which may appear to them to be necessary or desirable." 

A long interim report^ of this Committee was publishc! on 
29th October, 1918, in which the Committee gave an excellent 
account of the currency system before the war and of +he new 
conditions ^ which had rendered the gold standard inoperative 
during the war. Clearly recognizing the cumulative ecils of inflatiori 
of credit and currency,. the Committee proclaimed it was imperative 
that after the war the comiitions necessary to the maintenance of 
an effective gold standard should, be restored without delay. With 

IJor copyuoi Report, see Appeindi'‘x < 
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this object irf view, they recommended tlie cessation of Government 
borrowings and,a reduction of the floating debt as soon as possible 
after the wAf, and the legal limitation of the fiduciary part of the 
Currency Note issue. The Committee did not sec their way to 
bTiggcst any.alteration in, the provisions of the Bank Act of 1844, 
nor in the iovnP of the customary Weekly Return of the Bank of 
England, but they expressed the opinion that the* provisions of 
Section 3 of the Currency and Bank Notc;:i Act 1914, under which 
the Bank of England may, with the consent of the Treasury, 
temporarily issue its own notes in excess of the legal limit, should ^ 
be confinued m fore ,, iw order to avoid the risjc of the possibility 
of the law* having to be broken in times of crises, subject to 
indemnity* horn Parliament, in order to restore confidence. A 
recommendation by a ituinber of bankers tJiat barks should in 
future be required lo publish a monthly* statement in a certain 
prcfcnbed form, showing the average of thefr weekly l^alance sheets 
during the i'^onth, received the support of the Committee. Apart 
from the t^o above suggestions *thc pith c«f the report may be 
said to have been recommendations for the institution of •measures 
to again make the Bank J^te function as an effcctuT controller 
of bank credit and the foreign excha/Sges, as in pie-war times, 
and as sodn as practicable. • 

. The Fiml Report ICmd. 464). Dated M December, 1919. 

The final report ^ of the Committee on Currency and Foreign 
Exchanges after the war was published on 13th December, 1919. 
It affirmed the conclusions expressed in the interim report, and 
again referred to the necessity for increased production, cessation 
of Government borrowings, and decreased expenditure, both hy 
the Government and by each individual member of the nation, as 
the first essentials to recovery. Tliese, the report %tated, must be 
associated with the restoration of the pre-war methods ^f controlling 
the, currency and credit, system of the country for the purpose of * 
re-establishing «at an e^ly date a free market for gold in London. 
A hoj« was e*xprebsed that the Government would in future confine 
its use of Ways,and Mean* Advances, obtained from the Bank of 
England, to providing fcjc purely temporary necessities. The 

^ For gopy of Report, scc^Appendk'^^XI, 
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Committee considered that such advantes afforded' a legitimate 
method of tiding over a few weeks' shortage 9 f funds by the 
Government! but were entirely unsuitable for borrowings over a 
longer period. In the matter of the Currency Note issue, the 
Committee considered that effect should at once be^iven to the 
recommendation made in their interim report ^that the actual 
maximum fiduciary circulation in any year should become the 
legal maximum for the ftillowmg year. This latter recommendation 
the Treasury immediately put into force by a Minute dated 
15th December, 1919, the maximum fiduciary issue of furrency 
Notes permissible for the year 1920- being declared^ to be 
£320,600,000. « ‘ 

Mobilization of Securities 

Report of ^A^ertcan^ Dollar Securities Committee (212), Dated 
4th June, 1919. 

This Committee was appointed by the Chancellor of the Exchequer 
at the end of December, 1915, “to control the operations of the 
Treasury undertaken for the purppse of cairying into effect the 
Govermnent Scheme for the sale to, and deposit with, the Treasury 
cf America^ Dollar Securities." An exceedingly interesting report ^ 
of the Committee, containing a full account of their operations, 
was published early in December, 1919. 

Dormant Bank Balances 

Report of the Select Committee on the Dormant Bank Balances and 
Unclaimed Securities Bill (233). Dated \Qth December, 1919. 

The natm*e of this report is indicated by the above title. The 
C(^mmittee inquired into, among other matters, the truth of state- 
ments jthat had been made by certain people that the banks had 
enormous amounts of unclaimed balances on their books (one 
estimate bevng as high as £100,000,000), and a great quantity of 
valuables and securities in their strong-rooms which had been 
originally left for safe custody but never claimed by ‘their owneis. 
The evidence laid before the Committee definitely dispelled the 
correctness of these opinions. The' Central Association of Bankers 

.. t • 

^ For extracts from this Report, see Chapter VT ** Government 
bor^wings^ Section, Amencan JDoilfyr Secunt'cs Committee '* 
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furnishefl a statement, prepared as the result of inquiries among 
the banks of tbja United Kingdom, showing that — 

The sum of '•balances dormant for si\ years prior to 1st * 

January, 1920, on current accounts was . . . ^2,220,926 

^The sum of balances dormant for six years prior to 1st 

* Jajiuary, *1920, on depo^ijt accounts was . . . 5,787,659 

* Totai /8,008,585 

It was estimated by the banks that £5,162,415 of the above 
total could not be regarded as permanently dormant, and that 
only £!4846,17p could be described as belonging to untiaccable • 
perspns. This latter aihount represents only abbut 0-1 per cent, of 
the total ^ii^ount, namely, £2,399,000,000, standing to the credit 
of customer^ on 31st December, 1919. 

With respect to lx)xes and parcels entrusted to banks for safe 
cust^ody, the report stated the evideifce shiiiwed that there was a 
veiy conside’-able quantity of such boxes and parcels,* of which the 
contents wv\ unknown, winch were tying ^m the strong rooms 
of the banks. It was likely that many of these boxes and parcels 
were empty, having contained* articles which h(td been wfthdrawn, 
the box being left with the bank frorg motives of convenience, 
or becaus<^ the owner had intended at some future June to u^e 
the box afresh. Further, of the boxes and parcels which were 
not empty, it seemed probable that very many fontained legal 
of financial documents which, by lapse of time^ had ceased to 
have any value or interest. But when all these laige deductions 
had been made, there was probably a small residuum of boxes 
and parcels of which the owners had been lost sight of and which 
contained articles of some value or papers of some interest. 

. Decimal Coinage 

Report of His Majesty’s Commissioners appointed “ to ^consider 
whether ^ is advisable to make any change in the denojninations oj 
the icurrency and money d)f account with a view of placing them on a 
decimal basi^.”* {Cmd. 628.) Dated 23rd February, 1920. 

At the commencement of this report it pointed out that the 
question of the Aitroduction ot a decimal coinage had been before 
this country for more than a contury, and that,* though several 
Royal (Commissions had been ^ppe^nttd at different times #o 

• • . • . 
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examine various proposals, no complete 'decimal coiiiage scheme 
had secured the recommendation of any Commissipn. The report 
briefly reviews the past proposals, considers the existing system 
and the advantages of a decimal system, but lays stress on the 
difficulties of the adoption of the poun^l and mil s(;heme. Tht 
Commission finally expressed the opinion that it was not advisable 
to make any '-change in the denomination of the currency and 
money of account of the United Kingdom with a view to placjng 
them on a decimal basis. In support of this conclusion, the 
^Commission gave the following considerations — 

1. In any schem^^ for reducing the existing system to a decimal 

basis, the pound » fliould be retained. , , 

2. The pound and mil. scheme is the only strongly cupported 
scheme which complu*s with this conditi(/n. 

3. The advantage to 'oe gained by a change to the pou,nd and 

mil scheme as regards keeping accounts is m no way commensmate 
with the loss of the convenience of the existing system for other 
purposes. . ‘ • • 

4. Grave difliculUes will Ijc created by the alteration of the 

penny. , ' 

5. The scheme cannot bedned as an experiment or on a voluntary 

basis. » , ' 

Economic Conditions of the World 

On 9th March; 1920, there was published a declaration ^ by the 
Supreme Council of the Peace Conference on the Economic Con- 
ditions of the World (Cmd. 646J. This interesting document, 
which must prove of historical interest to future generations, not 
only reiterated the many arguments and conclusions to be found 
in 'the reports already reviewed of the Committee appointed to 
consider, the subject of Currency and Foreign Exchanges afteV- the 
War, but had something to say about the conditions ruling in the 
other belligerent countries. In brief, the declaration implored the 
woild to work harder, to reduce current' consumption, to st^op 
inflation of credit and currency, to effect gradual deflation as sooif 
as possible, and to svpply necessary foodstuffs, raw materials, 
and other essential commodities to th'e impovefished countrie^^ 
on credit in oilder that they might gradually effect their own 
^ I)#r copy, of Declaration, see '|Ap'h<5iKlix XK. t 
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economic r^overy. Thb declaration tAroughout proves that the 
Supreme Council clearly recognized the influences that contributed 
to the rise mi prices, a passing reference being made tA the elements 
of the equation of exchange/ Particular stress was laid on the 
necessity fpr increased ^production and freedom in world-wide 
Interchange of »cominodities, but no reference was made to the 
seiious position that would be created, and the great amount of 
ui^cmployment that would arise, when a severe fall m whblesale 
commodity prices took place and lAerchants and the retail trade 
were left with large stocks of high-pnccd goods. The human factor, 
the rekictanc<!i of the retail trade to cut losses and replenish their' 
stocks at jnaterially I(;wer values, and thus q^iickly afford the 
geneial ciir^umer the benefit of lower prices, was evidently over- 
looked by Uie Council, dt is also doubtful if jbe Council recognized 
that tl\e total productive capacity of the wt>rld had not been greatly 
recViccid by the war, and that the reStoratton of capital plant and 
propd'ty n the devastated areas, under modern means of pro- 
duction, ntit^'lit be accomplished* without ?^iy material diversion 
of labour from the production of comhioditics required f^or general 
consumption. The war debtAi (which the declaration seated were 
closely connected with inflation) are nt measuie of true economic 
losses caused by the war. Qn the subject of profiteering. Hie 
Supreme Council made the following statement : “ Excessive 

profit making (commonly known as profiteering) has resulted from 
the scarcity oPgoods. Deflation and a check upkin the continuous 
rise 111 prices will do much in itself to end the conditions that 
made profiteering possible. B^it it is essential, in order to obtain 
the co-opeiation of all classes in the increase of piodiiction, that 
each Government should jtake such steps as are appropriate to the 
circumstances of its own people to assure and guarantee tefthe 
woikers that tlie burdens that they are called upon by th(;ir efforts 
to remedy are not aggravated by those who would exploit the 
economic difficulties of Europi; for their own persoiAl ends." 

• 

Increase of War Wealth 

• 

^ Report from Vic Select ^Committee on Increase of War Wealth 
(102). Dated \3th May, 1&20. . 

This, Committee was*appomted V to inquire into the propc^al 
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to impose a tax on War-time Increases ol Wealth, au>d to report 
whether such a tax is practicable, and, if ^o, what form it should 
take/’ For s6me time previous to the appointment f^i the Com- 
mittee, suggestions had been made iri various quarters, particularly 
by Labour Members of the House of Commons, that part of tho> 
National Debt should be cancelled by a levy on ad(iitional wealth ‘ 
accumulated duiing the war. The difficulties of equitable assess- 
ment and methods of collection were, however, recognized as 
likely to prove great obstacles to the adoption of the proposal. 
The Committee, in their report, fully recognized such difficulties, 
but did not consider them insurmountable, suggesting equitable 
giaduated rates, certain abatements, and delcrrcd payments when 
necessary, if Parliament decided to impose a special tax. for the 
purpose m view. As t^o the aggregate increase of war-time wealth, 
the report quoted, an estimate prepared by the Board of Inland 
Revenue that ' the aggregate' of individual increases of weal,th 
between 30th }une, 1914, and 30th June, 1919 — a period of five 
years — was £4,180,000„000, and that, ifdhe increases lU'the hands 
of those Piersons whose post-war wealth did not exceed £5,000 
was excluded, there remained an aggregate increase of £2,846,000,000 
in the hands of 340,000 pc^^sons. Under the scale considered by 
th(^ Committf'c, it was estimated thot the levy would be payable 
by about 75,000 individuals, and that the yield would be about 
£500,000,000. '' 

As regards the effect of the imposition of the tax on' the individual 
taxpayer, and on the country at large, the report states the 
Committee found that — 

“ (a) The representatives of commercial and financial interests 
were convinced that the imposition of a^^ix on war-time wealth 
would have dire results. In their view such a tax would lead to 
a gene^a^ shrinkage of credit, to a fall in the prices of securities 
and a Vise in the rate of interest. They feared that traders would 
^ \yithdraw from business, that advances made to traders b(^ their 
bankers would be called in, that exports would be curtailed, ar^d 
that unemployment, panic, and disaster would ensde, One and« 
all, they were of opinion that reduction of debt should be secured 
by taxation of current profits and current inconie and not by 
any levy on capital, however limited in extent. . . . 

V (b) On the other hand, thf; economists who came befot^e your 
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Committee ^^^lisag^eed w>th many of thdse conclusions. They con- 
tended that the imposftion of such a tax could not diminish the 
wealth of i]pic country, expressed in terms of thingi, and that in 
so far as taxpayers were imjfelled to reduce their expenditure in 
order to meet their liability to the tax, the actual capital resources 
*of tlie country would be improved. If there were any general 
disturbance of credit and finance, such effect must, they considered, 
be purely temporary, while in so far as the tax was applied'to the 
reduction of floating debt, a reductibn in the price of commodities 
should^ result. 

“ (c) The Board of Inland Revenue for their part pointed out’ 
that the lyain part of* the industry of the country is in the hands 
of public*C';>mpames and that these concerns would not be directly 
affected, any tax on i\(C increased value of^the shares being paid 
by the individual ?;hareholders.” • „• 

^fter a close examination and con^ideiation of tlfc evidence, for 
and against the proposed tax, the Committee formulated the 
following ;#»iain conclusions* — • ’ , 

They are (^f opinion that, although the administration of a tax 
of this character would mviilve many difficulties, yet those diffi- 
culties should not be insurmountable# and, m its mam features, 
the schene of the Board of T,nland Revenue, as novi amended*, is 
practicable in an administrative sense. 

Tlie effect of the large abatements now proposed is that the 
burden of taxation would, in the main, be cast only upon those 
individuals who could most justly be called upon to make the 
sacrifice and that the tax wc^ld discriminate against those who 
had made exceptional profits m consequence of the war conditions. 

As regards the question of practicability in its wider sense of 
expedience and desirability, your Committee feel that this quei?tion 
is one which can only be determined with regard to natjonal and 
financial conditions in general. * 

If tlve financial position of the country is such tlvit it becom^^ 
a* matter of urgent necessity to raise a sum of the m^ignitude of 
^£500,000,01)0,' which cannot be obtained by other means, the objec- 
tions raised against a tax of this character should not be allowed 
^to stand in thfe way of i*he Imposition* of such a tax to meet the 
national emergency. MoVeover, although the Suggested tax is 
strongly opposed by th^ financial ^d commercial world, ther» is, 
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OH the other liand, a very* large body of public opiKxion which 
regards it not only as expedient but as a just 'and neccssaiy attempt 
to equalize the ‘losses suffered during the war. 

Whether in the present financial position a tax of this description 
is desirable or expedient as an alternative to Excess Prcifits Duty, • 
or to the taxation of profits in any other form, a matter' on 
which your Committee feel that it is not within their pre;vince 
to proiioimce an opinion, and they must therefore leave that 
question to the decision of the^House of Commons. 

From the above extracts from the report it is obvious that, 
though the Committee considered a tax on ,wai-time-mcreaics of 
wealth practicable, notwithstanding such a levy .wouli;! pieseut 
difficulties in equitable collpction, they did not definiteJy recom- 
mend its imposition, prefeinng to leave tha decision to the House 
of Commons. On ^th Jurie, 1920, the Chancellor of the Exchequer 
stated in the House of Cohimons that the Government had definitely 
abandoned the proposal for a levy on war-time increase m wealth, 
this decision being based on varioits reasons, one of which was the 
dislocation ,and unceilainty to industry and finance that would 
arise during the long process of valuation of such increase before 
the actual imposition of thedax. 

Full detailed particulars of the basis of the Board of Inland 
Revenue estimate of £4,180,000,000, representing the aggregate of 
individual increases of wealth for the whole population of the 
United Kingdom during the five years ending 30tlf June, 1919, 
were given m a M( morandum (Cmd. 594) submitted to the Com- 
mittee by the Board. The valuation was necessarily based on 
rough data. An estimate deiived by adding to the increase in the 
National Debt the increase in Joint Stock Bank deposits, and sub- 
tracting the following items — external debt, sales of foreign invest- 
ments, in(;rease in mve.stments (including Treasury Bills) held^by 
banks, Would malcc the war-time increase in wealth to be, roughly, 
£5 500,000,000/* But there are certain other items to beHaken 
into the cakulation, such as depreciation in market values (A 
securities, allowances for neglected repairs and necessary renewals, 
appreciation in valtie of property, value of new buildings and plant 
erected during the war, rise m market value of stocks of materials 
and finished goods, and adjustn^nts for Excess Profits Duty 
liabilities, for none of which ite?Tis*ean corroct allowances bemiade 
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in the abstuice of data* on which to bcisc valuations. Again, it is 
an open question wh^jthcr any allowance should be made for a 
tempoiar 3 **»fall in investment values until actual side by holders. 

Accepting the Board of I nlaftd Revenue estimate of £4, 180,000,000, 

• or annual^ average increase of £836,000,000, the reason why this 
amount is considerably greater than the rate of national savings 
immediately before the recent war, namely, abccit £350,000,000 
}jer annum, is that the great Government demand for gobds and 
services for the prosecution of tiie war, and inflation, enabled 
manufacture! s, traders, and others to extract inordinate profits, 
notwAhstandmg greatly increased taxation. 

• C.URRENCY Expansion, PRicii Movements, Etc. 
StatemMs of Currehey Expansion, Pricf Movements, and Pro- 
ductiim in certain countries (Crnd. 734, in continuation of Cmd. 434). 
Iktted 29th May, 1920. ’ ' 

These statements were prepared by the Board of Trade and 
show foT* Tirious countries, since 1913, Expansion m currency, 
comparison {'f expansion in currency with rise m prices and with 
rates of exchange on Lopdon, change m quantity of pjoduction of 
certain commodities, and index numbers representing prices. ^ 

Brussels International Financial Conference. * 

' Full partic^Lilars ‘of the proceedings of this Conference, which 
opened on 24th September, 1920, and conclucfed its meetings on 
8th October, 1920, are given in Chapter XV, reviewing the course 
of the Foreign Exchanges since 1914. 

Supreme EcoNOMit: Council — Bulletin of Statistics^ 
^iince 1919* a bi-monthly series of pamphlets have been issued by 
the Supreme Economic Council showing, mamfy m the 4orm of 
tables, of statistics, the economic and financial progress or otherw^e 
c*f certain countries. , 



CHAPTER XVII 

A CRITICISM OF THE ECONOMIC AND FINANCIAL POLICY 
PURSUED THE GOVERNMENT DURING THE WAR 

By H Gtbson 

The enormous increase of about £7,200,000,000 in the National 
Debt, as a consequence of the recent war, raises the^ important 
question whether a ]arge part of such increase could not h?ve been 
avoided by the Government adopting a different ccon(?ndc and 
financial policy during t|ic war than was actually put in operation, 
and yet the war have beeri brought to a succcssiul conclusion by 
Great Britain arid her Abies. Reasons for thinking this opiniop 
to be correct are set out below — 

a ' » ' 

If a Different Economic Policy had been Adopted ? 

If the Government had, early in the wai, conscripted the factors 
of production necessary for the prosecution of hostilities, making 
the existing owacrs “ Captains, Colonels, and Generals of Indastry," 
with salaries fixed on a scale varying with degree of responsibility, 
paying reasonable wages to labour, and, in the case of companies, 
restricted profits ard dividends, Goveinment expenditure during 
the war would probably not have been moie than 50 per cent, of 
its actual amount. Equality of sacrifice is admittedly impossible 
during war time, but general national service has never been an 
impossibility. If it be the duty of men of military age, as it 
undoubtedly is, to go forth to fight for the preservation of a nation's 
ideals and the defence of its lands and homes, surely if is an equal 
Juty — nay, a greater one, for it is free from bodily danger — for 
tljte- remainder . of the community to provide, collectivelyy the 
fighting forces with food, clothing, and the 'necessary materials 
for fighting, without any material profit. With a National Debt, or 
mortgage on the community, in the neighbourhood of £7,800,000,000 
' at 31st March, 1920, future historians may well asx where was 
Great Britain's sefise of equity and proportion during the war. 
Tustke to the fighting forces demands that in war time there,.shall 

‘ 4. ^ 
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be reduce^ civilian consumption and increased production and 
services, the paving in consumption and the extra production and 
services tTeing a free gift to the State for war purposes. Modern 
warfare, as was amply proved during the recent war, is much more 
a trial oi»strength betyecn the material resources at the command 
of the belligerent nations than between the numbers of men avail- 
able for fighting. In the event of another great War in the future, 
conscription will probably be equally applied to every male member 
of the State, whether for productive services or fighting purposes. 
Surejy, if m war time the right of the State be recognized to conscript 
the [ihysicat strength of certain male members of the community, 
and to iorbid or restrict increases in rent, en^uity demands that 
the coftti'ol of the factors of production should also temporarily 
pass to v*he State, un^il the conclusion of peace. 

During the recent war there were pai'ticulariy strong reasons for 
producers and manufacturers giving thed services free to the State 
for the period of the war (subject to a sufficient living allowance 
being m* Ic in cases of proved* necessity),* for if men had not been 
sent to Fi mce to fight, and to man the Navy, the (^nemy would 
undoubtedly have inva^ed'England and destroyed or taken posses- 
sion of a large number of the mills and factories, and of stores of 
materiMs and finished goods found in the country. 'For this reason 
it appears particularly iniquitous that so many people should have 
been placed in apposition during the war to amass considerable 
fortunes, whilst others were fighting and losing their lives for them 
and the country on the battlefields of Europe, and others came 
back home maimed and broken m health. By far the greater 
amount of the extra profits made during the war was due to the 
rise in prices occasioned by scarcity and inflation, and not to 
extra efforts by producers, manufacturers, and traders. During 
a* period of rapidly increasing prices, due to war conditions and 
inflation, owners of the factors of production are placed in a position 
to extract a large “ unearned increment " of profits from^^he 
•community. Some 'people have been frank enough 4;o admit that 
they could *not help making large profits during the war, for stocks 
were continuously increasing in value sisiply by the act of holding 
for a period.* It is true the Government obtained a return of some 
part of such “ unearned mcfement througlT the imposition of 

the £xcess Profits Duty, but tlm tax, though welj-intenHofled in 

^ • * 
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its object, was vicious in its unexpected result's, for it not caused 
a further rise in prices, through being largely passed on to the 
consumer, but It led to extravagance in many ways, an^*^’ at a time 
when war conditions demanded the greatest economy in con- 
sumption. If the Excess Profits Duty h^d'been mad#^ 100 per' 
cent, it would have had less effect on prices than it actually had 
at lower percentages. So long as manufacturers and traders were 
permitted to retain some percentage part of excess profits, the}' 
had naturally a powerful incentive to extract the greatest profits 
possible from the public, which they were able to do in consequence 
of demand ever tending to be greater than supply undef the 
abnormal conditions created by the war. 

In view of the foregoing considerations, it is a matterdc^l regret 
that Parliament, after the issue on 13th May, 1920, of tl'^e Report 
of the Select Committee dppointed to inquire w'hether a tax was 
practicable or not on war-time Increases of wealth, decided again?t 
such a levy for various reasons. During the period of valuation 
of war-time increases iF. wealth for the 'purposes of a levy there 
would admjttedly be some disturbance of credit conditions, but 
this would b,e more than compensated f(ir later by quicker economic 
recovery of the country. A#* to the actual amount of war-time 
increases of wealth in the case of individuals in the United King- 
dom,, the Board of Inland Revenue estimated the net amount^ at 
£4,180,000,000 between 30th June, 1914, and, 30th June, 1919. 
Dr. Stamp's estimate^ was £5,300,000,000, and with this latter 
estimate the writer agrees, but on a basis of calculation somewhat 
different to that adopted by Dr. Stapqp. What the total increase 
amounts to at the present time it is not possible to state without 
a further estimate being prepared by the Board of Inland Revenue. 
Manufacturers and traders are known to have experienced con- 
siderable Ipsses since the fall in prices commenced in April, 1920, 
but such losses, as a whole, are probably more than covered by the 
gr^at profits mjwie during the nine months July, 1919-March, ‘ 1920, 
which was a^penod of rapidly rising prices. 

* The net amount 'represents the estimated aggregate increases of value 
, appertaining to those individuals whose capitaU wealth increased in value 
dunng the war, dxmimshed by the fall in value pi the capital of those whose 
capital wealth decredi»ed, w 

» Dr Stamp’s estimate was made before the Armistice and was directed 
to sofiie^indeterrpinate date just after tHb lerminatfon of the war. 
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If a Different Financial Policy had been Adopted ^ 

It IS shcj>'^n elsewhere in this book, particularly ih the chrpleis 
on Prices, that the most vicious part of the financial policy of the 
lintish Goyeinjnent dunng the recent war was the creation of an 
excessive amoi*nt of credit inflation. When the Exchequer receipts 
from taxation and loans from the public were insufficient to meet 
Gjpvernment expenditure, recourse was made to the bankj^ to fill 
the gap by book entry credits. * For this purpose, between 
^ £500,Qp(),000 and £600,000,000 was credited to the Government 
by thi* banko. The excessive expansion of credit during the war, 
not wanaiated by economic conditions, createef artificial prosperity. 
It pernmtexi requests for higher wages to be conceded. Indirectly, 
it was theca use of the greater part of the nsp in prices. It enabled 
manuticturers and tiaders to extract Marge ‘profits from the 
Government and from the general cdnsiinibr, and it’ later led, after 
the Armistice, to considerable further credit expansion by the 
banks. M* nufactiireis and traders informed the banks, in par- 
ticular aftei the Armistice, that on 'account of the gryat rise in 
prices, they required considerably more credit to run theu;busmcs‘=:es. 
This was true, and the greater part of 'fcuch requests were conceded 
by the banks by creating further book entries of ifredit to the 
extent of between £400,000,000 and £500,000,000 up to the eqd of 
J919, or of between, £600,000,000 and £700,000, 0(5o up to the end 
of 1920 And so th(' snowball of inflation iolled*on ard expanded. 

If the Government had not embarked upon the policy of credit 
expansion to pay for some of* the goods and services it required 
for the prosecution of the war, the total cost of the war would 
probably not have exce,eded from one-third to one-half of the 
actuaj cost, and notwithstanding it did not conscript industry. 
Eac*li dose of inflation caused prices to rise still further,, not only 
against the general consumer but also against the Government — 
the grontest purchaser. If no material inflation hai taken pla^ 
tHere is reason to behtive that the necessary war expenditure could 
•have been met by receipts from taxation and the proceeds of War 
Loans subscribed for by the general public . E^/en the institution 
^of a compulsofy form vi subscription *to War Loans would have 
been greatly pieferable to’ the policy of financing' part of the cost 
of the#var by book-entry bank aredits. Whatever the amount of 
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bank credit the Government obtained during the waa. the rise in 
prices that in consequence followed its disbursement must have 
ultimately cost the Government, in its expenditure fo^war stores, 
twice or thrice the amount of such credit. The effects of inflation 
are cumulative and far-reaching. It is becoming increasingly 
obvious to all observers that the country is going^ to pay a very 
heavy penalty' for the inflation effects of the creation of large 
amouflts of additional purchasing power since 1915, which, in the 
main, could have been avoided if the Government had adopted a 
saner financial policy during the conduct of the war. It is very. , 
easy to ignore basic financial and economic principles when the 
balloon of inflation is expanding, but when the bursting point 
comes, it is impossible to avoid trade being strangled b}* the strings 
and folds of the wrecked envelope. The growing * volume of 
unemployment since tllb inevitable reaction in prices, vuth all 
its attendant grave pos'feibilities, is one of the fruits of the pcTcy 
of inflation embarked upon during the war, not only in this country 
but also abroad. Inflation* whicli must eventually lead to a pro- 
longed period of unemploynient is little short of a ciime when the 
world is wanting goods at a price it can afford to pay for them. 
Unemployment at any tinrs is a waste of potential energy, which 
ought to be^ absorbed in augmenting the factors of production to 
meet future increased demand, if costs of extensions could be kept 
low enough. 

Probably no better illustration of reaping the inflation harvest 
can be given than the following comment on the general economic 
position, extracted from the March, 1921, number of the Monthly 
Bulletin of Statistics, issued by the Supreme Economic Council. 

The most recent statistics available afford some indication of the senousness 
of the industnal depression prevailing throughout the world The production 
of such important commodities as coal, pig iron, crude steel, and sugcr are 
considerably bclov the quantities available in the year 1913 Shipbuilding 
IS stagnant Imports and exports, measured by value, show a declining 
tendency Orders are held back in view of the present high pncj'fs and in 
.anticipation ofl'matenal reductions in the near future The fall in freights and 
the decline m cargo offering have caused shipowners to lay up many vessels. 
In most countries the amount of paper money in circulation has undergom 
but little reduction Unemployment is senous in extent and in magnitude, 
and appears to be'\ncrea"’ing Wage reductions and the working of short 
time are reducing the purchas.ng power o”! the people in many coiinfnes. 

i 

Though labofir has hitherto been lamentably blind to its own 

imerests by intentionally, throughugnorance, restricting prrduction 

« 
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in the past> in the belief that the less each member produced, 
the more work and better pay theie would be for all, yet during 
the presen^^iperiod of severe trade depression, which is mainly the 
result of excessive world-wide inflation of credit and currency, a 
considerable amount ’of^ sympathy is surely due to the willing 
“woufd-be wori:ers of the unemployed. That inflation would 
eventually lead to grave social disturbances during the inevitable 
reaction m prices was obvious to all economists. To minimize 
the extent of such disturbances m the future, it is desirable that 
wage reductions should lag behind reductions in the cost of living, 
if such* a courie of action can be adopted withoyt unduly imperilling 
the indusVy, o,^ the country through lesser cc/sts of production 
abroad. »Fi'oni an economic standpoint, subsidies are vicious, but 
their contkniance, to se^me extent, may be ihe lesser of two evils 
during;^ the transitibn period. * 

JjVhether the war could have been broii^ght to a successful con- 
clusion by Great Britain and her Allies without any expansion of 
credit nuu*< necessarily be* a mattei for iifdividual opinion. The 
greatly inci-Msed puces of essential iniports doubtless necessitated 
some degree of inflation in th6 absence of reduced civilian consump- 
tion of commodities, and a greater volume of manufactured goods 
being available for expoit. On behalf of the Government it may 
be said that the conditions at the commencen^ent of the *war 
rendered it imperative that theie should be immediate and con- 
siderable expailsion in production. Moreover, it has to be recognized 
that the change-over of industry from peace time production to 
war production required a certain amount of time for the transition 
to be effected. The bribe of higher wages and higher profits in the 
early stages of the war v;as therefore probably essential to ensure 
immediate increased production. But, after the first year of* the 
war,«it should have been possible to set a limit to v^ages and profits, 
in other words, to, more or less, conscript industry for the remainder 
of the duration of the war. The Government was *compelled 

fhe principle of Conscription to men required for ^he fighting 
forces aitd*tpi* performing services accessory to fighting, after Ihe 
voluntary system had failed to supply /he required numbers. 
Jt is certain thAt the adoption of the policy of inflation as a part 
means of financing the war has caused far greater evils than any 
dislui bailee that woiikUhave arisen# due to temporary opposition 

26 — ( 1723 ) ' 
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to the application of the principle of conscription to ^.he factors of 
production for the period of the war, and’ to compulsory loans to 
the Government if found necessary. The fact that mther com- 
batant nations paid for a large part of the immediate cost of the 
war by heavily mortgaging posterity is np excuse for Great Britain 
having adopted the same policy and caused an inequitable 
redistribution of the national income. 

One of the effects of inflation, which very few people have 
observed, was to cause a large transference of purchasing power 
from deposit to current accounts at the banks, and hence to dry ujj,, 
a main source of supply from which a largo part of sabscripiions to 
War Loans was •'necessarily derived. This is one of die reasons 
why it became increasingly difficult to raise large Gavernment 
loans towards the end of the war and afterwards, notvyithstanding 
successive rises ih the rite of interest. Manufacturers and traders 
with considerably increased balances at their banks — the rasult 
largely of greater profits due to inflation — when asked to make large 
subscriptions to new^War Loans, in many cases replidd that they 
required ^he increased balances to run their businesses on account 
of the great rise in prices, in other words, that trade required more 
liquid capital to finance it/ on account of the rise in prices, than it 
did before i^he war. ^ ' 

T"aking all things into consideration, it is extremely doubtful 
if any country has gained anything by adopting a policy of inflation 
of credit during the war. Any advantages temporarily gained are 
not very clear, but the evil results of such a policy, and the after- 
math yet to be reaped, are abundaatly manifest already. England, 
with her great dependence on her export trade, was certainly the 
last country that should have embarked,upon a policy of excessive 
inflation. 

How.?ong it will be before the evil effects of inflation have 'spent 
themselves is exceedingly difficult to estimate. Retail prices and 
iniosts of production must first fall to a level at which demand will 
increase to such an extent as to cause the re-employment on dull 
time of those now thrown out of work as one ol the penalties, 
foreseen by economist^'., of unprecedented inflation. 

The restoration of the gold standard throughout the chi^ 
countries of the world appears tmhkely to take place at an early 
dfite, and cannot be expeettMi until the exchanges approach gold 
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parity. It, ns a matter for serious consideration whether the 
eventual rehabilitation df economic and financial conditions through- 
out the wcrjd might not be accelerated by the issue of a limited 
amount of international legal* tender bonds, to form the basis of 
bank cash ,resc;'ves anc^ cover for internal currency. Any such 
'issue would ha*^e to be carefully regulated by the rate of interest 
charged {o approved applicants for the bonds, and the outstanding 
ai];iount gradually reduced as improvement in economic conditions 
caused prices slowly to fall to an agreed upon world-wide index 
^numbej'. It would also be necessary to prohibit the issue of such 
bonds any country tliat did not promise to ^effect gradual credit 
deflation wit};iii> its ovm boundaries, otherwise ithere would be a 
tendency*fcr further inflation. The eventual disposal of the interest 
received fpom the issue»of the bonds wouldibe a matter for con- 
sideration. It miglit, for the present, fofm an insurance fund to 
co'^r any ultimate losses arising out of* permitting the smaller 
impoverished countries to participate in the scheme. The gold 
standard not absolutely* essential under *modern conditions of 
banking and ( redit, but it proved in pre-war times the ^nly brake 
on countries over-trading ^and an undue expansion of credit. The 
permanent issue of any paper subsi»itute must necessarily be 
carefully regulated by a chai'ge of a variable rate^ of interest, 
dependent on the course of an agreed upon v^orld-wide ir/Icx 
number. 


The Multiplicity of Loans 

• 

When one analyses the war finance of Great Britain since the 
commencement of the wav, one is struck by the variet}^ of forms of 
borrovyng, and the immense amount of clerical labour ancl of 
statibnery that has been used in the issue of thj loans And will 
still be required in the future management of the loans. The 
greater fiart of the clerical labour and stationery could have bem 
avoided if the Governfnent had made use of a pass-book system 
for the cblUcfion of loans. It would have been a very simple 
matter for every bank to keep a special War Loa*n Ledger, and to 
Receive periodic’ally from* the Paymaster-General one cheque for 
payment of interest on War Loati accounts. The present coupon 
system entails an enormous am^unt^iof labour on the Jianks. ^ 'ftie 
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crediting of interest to accounts is comparatively st very small 
matter . The day-to-day system of borrowing, which was eventually 
adopted by the Government, and which proved ver,y successful, 
was suggested by the writer in 19l5 in letters to the Press and 
to the Treasury. 
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« 

THE GENERAL MORATORIUM 

^ —I^osrpoNEMENT OF Payments Act, 1914* (4 & 5, 'Geo 5. Ch 11.) 

An Act to authorize His Majesty by Proclamatton to suspend tempordnly the 
* payment of Bills of Exchange and paymyits 1 '$. pursuance of other obligations. 

{3rd August, 1914 ) 

Be it enacted by the Knife’s Most Excellent Majesty, by and with the advice 
'"^ind coi^ent of the Lords Spiritual and Temporal, and ('ommons, in this 
present I’arh.iment assemEfed, and by the authority o^^the same, as follows - 
1 • (1) His*Mgje#ty may •by Pioclamation authori/c rtic postponement of 
the paymej^t yf any bill of exchange, or of anv negotiable instrument, or any 
other payment in pursuance of»any contract, to such extent, for such time, 
and subject fo such conditufhs or other provisions a% may be specified in the 
Proclamation • • • 

(2) additional st.imp duty shall be p.vyable i^ resjiect irf any instrument 
as consequence 'of any postponement of payment in ^^ursuance of a 
proclamation under this Act unless the proclamation otherwise directs 

(3) Any such proclamation may bc» varied, extended, or revoked by any 

subsequent p*'oclamation, and ‘feparate jiroclamations may be made dealing 
with separate s ibjects * 

(4) The procl.iination dated th^ Ihiid day of Aug«ust, nineteen hundred 

and fourteen, relating to the^postjoonement of payment of eePAun bills of 
exchange is hereby confirmed and shall be d(‘^>rned to have bixui made under 
this Act • 

2. (1) Thfs Act ihay be cited as Iflie Postponement of Paynu^its Act, 1914 
(2) This Act shall remain in force for a period of six months from the ^late 
of the passing thereof ^ 

B -PrOCI AMAIION OF filll AUGUSI, 1914 
For Extending the Postponement of Payments a'lowcd to be made by the 

Proclamation of the 2nd August^ 1914, to certain other Payments 
George R T 

Whereas under the Postponement of Payments Act, 1914, llis Majesty 
has power by Proclamation tp authorize the postponement of the payment 
of any bill of exchange or of any negotiable instrument or of any other jfay- 
ment in^pursuanqe of any contract to such extent for such time and subject 
to suc?n conditions or other provisions as iiiav be specified in^the Proc'iimation . 

And whereas it is expedient that provision should be made for the fHirpose 
of such postponement of payment in addition to the provision already made 
by Our I^clamation, dated the second day of August, ninetecii hundred anfl 
fourteen, relating to the po'rtponement of payment of certain bills ^f exchange 
Now, therc'/or^. We have thought fit, by and with the advice of pur Privy 
Council, to’issue this Our Royal Proclamation, and We do hereby proclahn, 
direct, "and ordain as follow^ — • 

Save ms hereinafter provide^:!, all payment‘s, wlifch have become due and 
jjgyable before the* date of this Pipclamation, or which will become due and 
payable on any day before th<f beginivng of the Fourth dhy of September, 
nineteen hundred and fourteen, in respect of any bill of exchange (beine a 
iheque ('» bill on demand) •which w«,'f dmwn before the beginning o^ tne 
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F'ourth day of August, nmeteAi hundred and foVirteen, or in pspect of any 
negotiable instrument (not being a bill of exchary^e) dated beidre that time, 
or m respect of any contract made before that time, shall, be deemed to be 
due and payable on a day one calendar month after the day pn which the 
payment onginally became due and pavablQ. or on the Fourth day of September, 
nineteen hundred and fourteen, whichever is the later date, instead of on the 
day on which the payment originally became du(/ , but payments so post- 
poned shall, if not otherwise carrying interest, ai!d if specific dc^iand i9»madoi 
for payment and payment is refused, carry interest until 'payment as from 
the Fourth day of August, funetcen hundred and fourteen, if they become due 
and pavable before that day, and as from the date on which they become 
due and payable if they bec<^mc due and payable on or after that date,* at 
the Bank of England rate current on the Seventh day of August, nineteen 
• hundred and fourteen , but nothing in this Proclamation shall prevent 
payments being made before the expiration of the month for which they are,*,- 
so postponed 

This proclamation sfiall not apply to — 

(1) any payment in respect of wages or salary , 

(2) any payment in respett of a liability which when inchr/ed did not 

exceed five pounds in ^amount ; r * 

(3) any payment in respect of rates or taxes ; • 

(4) any paypient in respect of maritime freight , • 

(5) any payment in respect of any debt from any person resident ou^ide 

the Bntish Islands, or from any firm, company, or institution whose pnncipal 
place of business is outside the British Islands, not being a debt incurred 
in the Bntish Islands by a person, firm, campany, or institution having a 
business establishment or branch business establishment in the Bntish 
Islands ; , 

(6) an)^ payment in respect of any divillcnd or interest payable in respect 
of any stocks, funds, or secunties (other th'an real or heritable securities 
in which trustees, are, under 'Section One of the Trustee Act, 1893, or any 
other Act hr the time being in force, avthonzed to invo-t) , i 

(7) any liability of a bank of issue m respect of bank notes issued by 

that bank ; , 

(8) any payment to be made by or on behalf of IIis Majesty or any 
Government Department, including the payment* of old* age pensions,' 

(9) any payment to be made by any person or society in pursuance of 
the National Insurance Act, 1911, or any Act amending that Act (whether 
in the nature of contributions, benefits, or otherwise) , 

(10) any payment under the Workman’s Compensation Act, 1906, or any 
Act amending the same , 

(11) any payment m respect of the withdrawal of a deposit by a depositor 

in a trustee savings bank. ' 

Notlung in this Proclamation shall affect any bills of exchange t/i which 
Our Proclamation dated the Second day of August, nineteen hundred and 
fourteox, 'relating li the postponement of certain bills of exchange applies. 

God Save the Ktuq 

C — Proclamation of 12th August, 1914 * 

Fox Postponement of Payments 

George R I, i 

Whereas it is expedient to e«xtend Our Proclamation, djted the sixth day 
of August, nineteen hundred and fourteen# (relating to the postponement 
payments), so as fo cover bills of exchuige uAder certain circumstances, and 
alyi payments in respect of any debt from any bank whose jirinopal place of 
busii^ss IS in ^ ny part of His Majesl^v’s' Dominion# or any British Protectorate , 
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Now, therefore, We have* thought fit, by a»d with the advice of Our Privy 
Council, to leiue this Our Royal Proclamation, and We do hereby proclaim, 
direct, and ordain as folloA^s — 

Notwithstfjidmg anything contained in the said Proclamation, dated the 
Sixth day of August, nineteen hundred and fourteen (relating to the post- 
ponement of payments), that Proclamation shall apply, and shall be deemed 
always to h.;jve applied— 

* fa) to any bill of exchfinge which has not been rc-acceptcd under Our 
Prftclar^ation.^dated the Second day of August, nineteen hundred and 
fourteen, as it applies to a bill of exchange, being a cheque'or bill on demand, 
unless on the presentation of the bill the acceptor has expressly refused 
•re-acceptance thereof, but with the sub'4itut;on, as respects rate of interest, 
of the date of the presentation of the bill for the Seventh day of August, 
nineteen hundred and fourteen , and 

{by also to payments m respect of any debt from any bank whose prm- 
(ipai*place of business is in any part of His Majestv’s Dominions or any 
1,-lritish Protectorate, cflthoiigh the debt was not incurred in the British 
Islands atid^hc^bank li^d not a business establish mr^it or branch business 
establishment in the British Islands « 

Given at^Oiir Court at iiiiclongham Palace, this Twelfth day of August, 
lu the year of our I ^ird One thousand iime hummed and fouitcc'n, and in 
the ITfth >c'ar of Our Kcign 

• • 

• God Save ihr King 

D — PppCLAMATION OF 3^D SEriEMI^R, 19J4 
Varying the I roclamatiom, in respect of the^ Postponement of Payments dated 
respectivet\ the t>econd day of August, the Sixth ^day of August, and the 
Twelfth day of August, and Revoking the Proclamation dated the First day 
of September, Nineteen hundred and fourteen 

George R I * • 

Whereas \mdcr tlie Postponemerft of Payments Act, 1914, We have power, 
by Proclamation, to authorize the postponement of the payment of any bill 
of exchange, or of any negotiable instrument, or an>^ other payment m 
pursuance of any contr#icT, to such extent, and for such tune, and subject to 
such conditions or other provisions as may be specified i^i the Proclamation— 
And whereas, in pursuance of that power, We have issued Protlamations 
in relation to the postponement of payments due before We were m a state 
of war or due in respect of contracts made before that time, dated the vSixth 
day of August, and the Twelfth day of August, nineteen hundred and fourteen , 
and on the Second day of August, nineteen hundred and fouileen. We also 
issued a Proclamation whicli^is confirmed by the said Postponement of Pay- 
ments Act, 1914, and is deemed to have been issued under that Act • 
And»w’hereas under the said Act, We have power to vary, extend, or 
revdae any Proclamation under that Act bv a subsequent Proc^mation 
And whereas, it is desirable in the best interests of •Our Rcmi% at the 
present juncture that all persons who can discharge their liabilities should 
do so wiAhout delay, but it is at the same time for certain jniiposes expedniB.t 
tl^t Our said Proclamatiqns should be varied, and for that purpose We issued 
a ProclamaJjion dated the First day of September, nineteen biyidred and 
’’fourteen ■* , • 

Antt w’hereas it is expedient to revoke the last-mentior<)d Proclamation and 
to substitute therefor such vari^itions of Our #ther Proclamations as are ^ 
hereinafter set fcftdh , , 

Now, therefore, We have thtiught fijt, by and with the r^ivice of Our Privy 
Council, t(j issue this Our Royal Proclamation, and We do heicby pioclaim, 
direct. %nd ordnm as follo^^'s — 
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1 If on the presentation foe payment of a Kill of cxciiaiy^e which has 
before the Fourth day of September, nineteen hundred and io\irteen, been 
re-accepted under the terms of Our said Proclamation, date^ the Second day 
of August, nineteen hundred and fourteen, the bill is not payl, then, the 
said Proclamation shall, in its apphcatioi^ to that bill, have effect as if the 
penod of two calendar months had been in the Proclamation substituted 
for the penod of one calendar month, and the sum 'mentioned in the form of 
re-acccptancc under the said Proclamation shalh/be deemed to Vic incmased* 
by the amount of interest on the original amount of the bill! for one calendar 
month calculated , at the Biftik of England rate current on the datc^when the 
bill IS so presented for payment as aforesaid 

2 Our said Proclamation, dated the Sixth day of August, nineteen hundrpd 
and fourteen, as extended by Our f.iid X^roclamation, dated the Twelfth day 
of August, nineteen hundred and fourteen, shall apply to payments which 
become due and payable on or after the Fourth day of September anef before ^ 
the Fourth day of October, nineteen hundred and fourteeny (whethir they 
become so due and pay.Vile by virtue of the said Pnoclamations or otherwise) 

in like manner as it ar>phes to pavinents which become dueund pi.yablc after 
the date of the said hrst mentioned Pioclamation and before the, bcvjinmng of 
the Fourth day of September, 'nineteen hundmd and fourteen 

3 Nothing m this ProcAunation shall .iffect thd payment of interest under 
the Proclamations eytended thereby, or previnit paymehts being made before 
the expiration of, the period for wljich they'^ are postponed 

4 Our said ProclamatioA, dated the First day of September, mnetfen 
hundred and fouflcen, is hereby revoked 

, God 'Save the Kini^ 


E — Proclamation’ OF 30th Septemi>er, 1914 
Varying the 'Proclamations in respect of the Postponement of Payments, dated 
respectively the Second AugifJ, Sixth August, Twelfth August, and 'I hnd 
' September, ^nineteen hundred and fourteen <■ < 

George R I 

Whereas under tin Postponement of Payments Act, 1914, We have power 
by Proclamation to authorize the postponement of the payment of any bill 
of exchange or of any negotiable instrument or any other payment in ])ursuance 
of any contract to such extent and for such time and subject to such 
conditions or other provisions as may be specified in the Proclamation 
And whereas in pursuance of that po'vj^er We have issueil Proclamations 
in relation to the postponement of paymienls due before We were m a state 
of war or due m respect of contracts made before that time, dated the Sixth 
day of August, the Twelfth day of August, and the Third day of September, 
nineteen hundred and fcairtcen (which are respectively leferrcd to in this 
Proclamation as the first, second, and third General Proclamation), and on 
the Second day of August, nineteen hundred and fourteen, \Vc also issirt^d a 
Proclanv tibn which is confirmed by the said I^ostponeinent of Payments 
Act, 1914, and is deemed to have been issued under that Act and is referred 
t^ m this Procli^mation as the Bills (Re-acccptancc) Proclamation « 

And whereas under the Postponement of Payments Act, 1914, We haye 
power to vafy, extend, or revoke any IToclamation under that Act by a 
subsequent? Proclamation ' ' , 

And whereas it is (V'sirablc in the best interests of Our Realm at the present 
juncture that all persons mho can dischar;^e their liabilities should /io so 
without delay, but it is at the s5me time expedient for the f>cnefit of persons 
who cannot so discharge their liabilities thafi a further limited and final 
extension of the postponement of payment authorized by .the said 
Proiflamations sliouhl be made — 
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Now, IhcTc^foro. Wo havA thought fit by atid with the advice ol Our I^nvy 
Council to i^suo this Our JRoyal Proclamation, and We do hereby proclaim, 
direct, and ordajn as follows-— 

1 The fi);st General Proclamation as extended by paragraph {b) of the 
Second (fcnA-al Proclamation shj,ll, subject to the limit ations of this Pro- 
clamation, apply to payments which become due and payable on or after 
•the P'ourth day of OctoPl^r and before the Fourth day of November, nineteen 

• hundred anfl fouf-teeii (whether they so become due and payable by virtue of 
the said Proclartiations or the Third General Proclamation or otherwise), in 
like manfier as it applies to payments which bet'ame duet and yiayablc after 
the date of the first General Proclamation and before the beginning of the 
fiouith da}’ of September, nineteen hundred and fourteen * 

Provid(’(l that, if the payment is one the defte whereof has been postponed 
bv virtue of any of the said General Proclamations, and is one which carries 
mtcrc'-J: either by viitue of the terms of the contract or instrument under 
which«t IS dii'i and pa} a|)le or bv virtue of the said General Proclamations, 
then the person from whfun the payment is due sha’i not be enlitled to claim 
thh beiiefit^^if 4hif Ai tide sinless, within three days afte#the date to which the 
p.iymcnt Jiai beiui jiostponed by virtue of the said General Prorl.imations, all 
interest thereon up to that d<»te is paid ^ 

This Artfcle shall not ajtfily to — 

{a) Any ]i.iymeift in respect of rent , 

(b) Any payment due and payable V> <>r b-^ a retail trader m respect of 
4us business as such trader 

2 The Bills (Ke-accejitance) Proclamation shall continut? to apply to bills 
of exchang^' (cither than checuies and bill#; on demand) accepted before the 
beginning o' the Fourth day of August, nineteeii*hundrc'd and fourteen, the 
date of the » i ginal maturity whereof is after the Third dav of October 

If on the presentation for jia^ment of any such * 11111 , the biTl is not paid 
and IS not re-accepted unclj'r the said Proclamation, then, ir,iless on such 
prc'seiitatioii the' acceptor has expie-'.^ly refused re-.icceyitance thereof, the 
Inll shall for <ill purposes, including the liability of anv drawer and indoj-ser, 
or any other p.irfy theieto, be dcA'ined to be due and pav-il-Ae on a date one 
calendar month after the date of its original maturit} instead of on the date 
of its otiginal maturity, and to be a bill foi the oiif^nal amcjunt thereof 
increased liy the amoivit of intcTcst theieon, calculatc'cl fiom the date of the 
original maturity to the date c)f p.iyiiu'iit at the JUnk o^ Eaigland late current 
on the date of its original maturity, and paragraph (a) of the Second General 
Pioelamatioii s<iall not ap]»ly to any such bill 

d If on the pieseiitation for p,|.yment of a bill of exchange, the date of 
maturity of W'hudi has befoie the Fouith dav of October, nineteen hundred 
and fc)urtc;cn, become* postponed cuthei bv virtue of the* Ihlls (Ive-acceptance) 
I’roclamation oi pamgrajih Jc/) of the Second Gc-nc-ial Proc lam.itiou (whether 
or not the date of maturity has been furthet postponed b} virtue yf the 
d hird»t'ieneral ^Proclamation), the bill is not paid, then the date of maturity 
sha*tl bo deemed to be fuither postponc'd for fourteen clavs from the date of 
such prc'sentation for payment, and the original amount of the hiii shall be 
deemed to be further incrt'ased by the amount of interest on the original 
amc)unt*of the bill for fourteen days, calculated at the Baiily of England j^i.tc 
current on the date of sych presentation for payment 

4. Save jis otherwuse expressly provided, nothing in this •Proclamation 
^ shall afTeft t^c*aii])lication of the Geiieial Proclamations to paymeftts to Yhich 
thos? Proclamations apply, and nothing m this Proclrynabon shall prevent 
payn}<3nts to which this Proclamr^tion applies beiirg made before the expiration ^ 
^ of the period fot*which the\^are^ postponed tliereunder 

free/ .Srtiw Me A'lwc; 
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APPENDIX II 

MEASURES FOR DEALING WITH BILLS OF EXCHALGE 

A ^Proclamation of Sunday, 2nd A,ugust, 1914, for Poji^roNiNG the 
Payment of certain Bills of Exchange. 

George R I " a u ' 

V’^iiEREAS in view of the critical situation in 'turopc and the financial 
difficulties caused thereby i|; is expedient that the payment of certain bills 
of exchange should bo postponed as appears in this Proclamation 

Now, therefore, We have thought fit, by and with the advice of Our Privy 
(Council, to issue this Our Royal Prpclamation, and We do hereby proclaim, 
direct, and ordain as follows — 

If on the presentation for payment of a bill of exchange, other than a cheque 
or bill on demand, which has been accepted before the beginning 'jif the 
Fourth day of August, n^^etecn hundred and fourteen, the acceptor re-accepts 
the bill by a declaration on the face of the bill in the form set out,}iercunder, 
tliat bill shall, for afi purposes, including the liability of any driiwer or 
indorser or any other part}'^ th6’*eto, be deemed to be due and b^ payable 
on a date one calendar memth after the date of itg original matupty instead' 
of on the date of its original n]pturity. and to be a bill fo,*; the original ainoant 
tliereof increased by the amount of interest thereon calculated from the date 
of re-acceptanc(' t'o the newt date of payment at the Bank of England r^te 
current on the da»^c of the re-acceptance of the bill 

Tunm o/ Re-zlcccptance ^ 

Rc-acccpted under Proclamation for £ [insert increased sum) 

« Signature ^ j — 

• Date M 

Given at Our Court at Buckingham Palace, this Second day of AugU‘^1, 
in the year of Our Lord one thousand niFe hundred and* fourteo i, and iii 
the Fifih year of Our Reign 

' ' God Save the Kui^ 

R— Notice PuKiished on 13th August, 1914, Concerning ihf 
Discounting of Bills by the Bank of England 

The Chancellor of the Exchequer has f<jr ‘\evcral days past been in close and 
constant consultation with the Governor of the Bank of England, the bankers, 
the accepting houses, and the principal traders for the purpose of providing 
the country with all the banking facilities it needs in the present emergency 
We ajc now able to announce that the Chancellor of the Exchequer has 
completed arrangements wath the Bank of England for terminating the peesent 
deadlock in the money market and for enabling the trade and commerce of 
the counp'^ to resune its normal couisc The greatest difliculty arose from 
the stoppage of remittances to London both from the provinces and from 
otjjer countries, mot only in Europe but in all parts of the world This 
caused a breakclown in the foreign exchanges ancj deterred bankers froip 
discounting bfils m the normal w'ay To overcome this difficulty as well as 
that pf providing traders in this country with all the banking fjicilfcies they 
need, the Government have now agreed to guarantee the Bank of Pmgiand 
from any loss it may incur in discounting lulls of exchange, either liovne or 
foreign, bank or tiade, accepted’pnor to 4th Au,f;ust, 1914 ' Accordingly we 
arc aiitlioM/ed to rnake the following aniiouncdment — 

“ The Bank of England are prepared* on the application of the, holder of 
any tpproved bill of exchange accepted, E'dore thq 4lh day of August 1914, 

I - • « 



APPENDIX II 


411 


to discount at any time before its due datt> at Bank Rate wtliout recourse 
to. such hoki^r, and upon its maturity the Bank of England will, in order to 
assist the resumption of 'normal business operations, give the acceptor the 
opportunity udtil further notice of postponing payme'it, interest being 
payable in Jhc meantime at 2 per cent over Bank Rate varying Arrange- 
ments will be made to carry this scheme into effect so as to preserve all 
, existing obligations * 

, TifiP Barfk of •England r^ill be prepared for this purpose to approve such 
bilU of exchange as are customanly discounted by them and also good trade 
bills anebthe acceptances of such foreign and Co’onial firm^ and bank agencies 
as are established in Great Britain ” 

* 

C — Statement of the Treasury, 'Published 5th September, 
1914, CONCERNING ADVANCES TO ACCEPTORS BY THE BaNK OF 
•• • England, etc. 

• 

The breakdown of the, foreign exchanges has cai^scd, and is still causing, 
very gresi i^crjivenienc^ to traders throughout thj country, and stiong 
representations have been made to the Chancellor of the Exchequer upon 
^ the subject. It has been posited out to hiifi that the dislocation of exchange 
IS exercismg an extremoiy prejudicial influence|Upon trade generally, and 
especially upon the»foreign trade of the country, and that in the absence of 
the uSual exchange facilities, goods can neither be imported nor exported in 
a*y appreciable quantity To ascertain the ciAises and to find a remedy for 
the difficulties in obtaining international exchange, thc^ Chancellor of the 
Exchequer consulted a large numbej^of leading traders, members of accepting 
houses, aM bankers Aftei* a senes of conferences at the Treasury, the 
Chancellor rd the Exchequer now wishes^ to announce that an arrangement 
has been ari't'cd at which is designed to remove tlje difficulli®? 

Pnnc^al Features of the Scheme * 

'the main features of the arrangement may be summarized ns follows- - 

(1) Tifr Bank* of I'.nglancl wilt provide where required acceptors with the 
funds neccssarv to pay all ajaproved pre-moratorium bills at maturity 
This course will release the drawers and cndoi''ers of^such bills froih their 

• liabilities as p|irties to these bills, but their liability under any agreement 
with the acceptors for payment or cover will be retjwned 

(2) The acceptors will be under obligation to collect from their clients all 
the funds diic'to them as soon as possible, and to apply those funds to repay- 
ment of the advances made by th-j Bank of England Interest will be charged 
upon these advances at 2 per cent above the ruling 13ank Rate 

(v3) The Bank of Emgland undertakes not to claim rejiayment of any 
amounts not recovered b\; the acceptors from their clients for a period of 
one year after the close of the w,ir Until tho end of this jieriod the l^ank of 
England’s cla^im will rank after chums in respect of post-moratorium 
trlfhsactions 

(4) In order to facilitate fresh business and the ihovemeiit'^f produce 
and merchandize from and to all parts of the world, the Joint Stock Banks 
have rlTrangcd, with the co-opcralion, if necessary, of the Bapk of Englan^^and 
^he Government, to advance to clients the amounts necessary to pay their 
acceptances ^t maturity where the funds have not been provided in due 
time by tfie clients of the acceptors The acceptor would haVe to satisfy 
th# Joint Stock Banks or the Bank of England both to the nature of the 
trarwaction and as to the reasoji why the inoiivfj' is not forthcoming from the^ 
, client These Tidvances woulc^ be on the ^ame terms as regards interest as 
the pre-moratofium bill advances ^ • 

The G^vernmenl is now negotiating with a view to assisting the restoration 
of exfhange between the# United Stoics of America and this country.* 
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APPENDIX III 

MEASUREC FOR PROVIDING AND CONCERNING PAPER CURRENCY 

A — The Currency and Bank Notes Acr, 1914 (4 & 5 Geo 5, Ch 14). 
An Act to authonze the tssue of Currency Notes, and^to make provision with 
respect to the Note Issue of Banks {Qth A^igust, 191(1 ) i ^ 

Be it enacted by the King’s most Excellent Majesty, by andfvith the ad*/ire 
and consent of tho Lords S*piritual and Temporal, and Connnonsf in this 
present Parliament assembled, and by the authority of the same, as follows — 

One Pound and Tc^i Sfi^lhng Currency Notes 

1 (1) The Treasury may, subject to the provisions of this Act, issue 

Currency Notes for one pound and for ten shillings, and those notes slyall be 
current in the United Kingdom in the same manner and to th^ same ircteiit 
and as fully as ‘^overeign'o and half-'^overeigns are ciKrcnt and shall be legal 
tender in the United Kingdom for the payment of. any am«aiijt 

(2) Currency Notes under this Act shall be in such form and of .siiqh design 
and printed from such plate and Sn such paper .and be authenticated in such 
manner as may be directed by the rreasury * 

(3) The holder of a, Currency Note shall be entitled tit obtain on demaiicl, 

during office hours ^at the Bank of Eygland, payment for the note at its face 
value in gold com which is 1‘br the time being legal tender in the Unitcri 
Kingdom *' 

(4) The Treasury may, subject to sue li^ conditions as to time,' manner, and 
order of presentation as thVy think fit. call iif any Currency Nbtes under 
this Act on paying for those notes ’at their face value m gold 

(5) Currency Notes under this Act shall be c^eemed to be bank notes within 

the meaning of the Forgery Act, 1913, ‘ and any ^'>(her enactment relating to 
offences in respect of bank notes yhich is for the time being m force m any 
part pf the British Islands, and to be valuable securities within the meaning 
of the Larceny Act, 1861,* and any other law relating to siealmg Uvhich is 
for the time being in force m any part of the British Islands, and to be current 
coin of’ the realm for the purpose of the Acts relating to truck and any other 
like enactment „ 

(6) For the purpose yf meeting immediate exigencies all Post Onlers issued 
either before or after the passing of this Act shall temporarily be current and 
legal tender in the United Kingdom m the same manner and to the same 
extent and as fully as current coins, and sl^ill be legal tender in the United 
Kingdom for the payment of any amount 

The holder of any such Postal Order shall be entitled to obtain on demand, 
during office hours at the Bank of England, payment for the Postal Order at 
its facCj value in any com which is for the time being legal tender m the United 
Kingdom for the amount of the note ^ c 

Provisoes (b) and (f) to subsection (1) of section twenty-fou'r of the Pn-st 
Office Act^. 1908,^ shaC.! not apj)ly to any such Postal Orders 

This subsection shall have effect only until His Majesty by proclamation 
revokes the saim^ and any proclamation revoking this subsectioi may 
provide for the calling m or exchange of any Postal Qrders affected thereby,^ 

I Issue of Currency Notes > ' t 

2 Currency Notes njav be issued to such persons and in such manned as 
the Treasury direct, but the annount of any notes issued to any person shall, 
by virtue of this Act and withoht registration 6r further assurance, be a 

' 3 A 4 Geo. .S, c 2 • 

* 24 & 25 Vict. c % 

» H lAlvr. 7, c 48. 
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floating charge in priority of all other clvirgcs, whether under statute or 
otherwise, oh the assets of that person 

» 

Authority to Issue Bank Notes Beyond Limit 

3 The G*^|vcrnor and Company of the Bank of England and any persons 
concerned in the management oi any Scottish or Irish bank of issue may, 
so far as temporarily authorized by the Treasury and subject to any conditions 
atte^hed t» that authority, issue notes in excess of any limit fixed by law ; 
and* those pers/^ns arc hereby indemnified, freed, and discharged from any 
liability,* penal or civil, in respect of any issue lof notes beyond the amount 
fixed by law which has been made by them since the First day of August, 
nineteen hundred and fourteen in pursuance of any authority of thd Treasuiy 
or of any letter from the Chancellor of the Exchequer, and any proceedings 
taken to enforce any such liability shall be void 

Power to make Bank Notes not otherwise Legal Tender, Legal 

• Ttnder in Scotland and Ireland 

'4 Any.fbayk jiotes issjied by a bank of issue in Sytland or Ireland shall 
be legal ^tender for a payment of any amount in Scotland or Ireland respec- 
tively, and’any such bank of, issue shall n(ft be under any obligation to pay 
* its notes <M\ demand excupt at the head office of#the bank, and may pay its 
neftes, if thought fi>, in Currency Notes issu< 3 ^i under ^tlus Act . 

Pr(fvided that notes which are legal tender under this jcction shall not be 
li^dl tender for any payment by the* he ad bffice of the bank by whom 
they are issued for the purpose of the payment of notes I'tsued by that bank 

This sectio*! shall have effect oply uptil His Majesty by proclamation 
revokes t Ri same, and any ^Proclamation revokirtg this section may provide 
for the cahiag in or exchange of notes aifected thereby. 

* Interpretation, Short Title, and Extent 

5 (1) In this Act, the ex^^rcssion “ bank of issue " means any bank having 
power for the time being to issue bank n^tes 

(2) Tips Act Aiay be cited as*the Currency and Bank Nj»tes Act, 19i4. 

(3) This Act shall apply to the Isle of Man as if it were part of the United 

Kingdom, but shall not apply to any other British Pq^session • 

B — Explanatory Memorandum by the Treasury. 

The following, are the arrangements made in accordance with the provisions 
of the Currency and Bank Notes Act, 1914, for placing Currency Notes at 
the disposal of the banks for meeting exceptional demands 

(1) England and Wales 

Currency Notes are issucRl through the Bank of England to bankers^s and 
wheij required up to a maximum limit not exceeding, in the case of any 
bai^k, 20 per (!ent of its liabilities on deposit and current accounts. , 

The amount of notes issued to each bank is treated its an ad^?i?®ce by the 
Treasury to that bank bearing interest from day to day at the current Bank 
Kate, ^he security for the Treasury advance consisting of^a floating c^rge 
on the assets of the bank up to the amount of the notes issued The bank 

permitted to repay fhe whole or any part of any advance at any time 
> Any amodnt^repaid can be renewed if and when necessity antes, provided 
thai the tdtal amount outstanding at any one tini^ does not exceed the 
authorized percentage of the bank's liabilities • ^ 

Any sums rctcived by tile BJlnk of England in repayment of advances are * 
either applied forthwith to icaftccllmg any Currency N(;^tes which have been 
returned from circulation and are* for the time being in the hands of the 
Bank of'lmgland, or, in ^o far as^apy such sums may exceed the amc^nt of 
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Currency Notes returned fromt circulation in the hands of the Bank of 
England at the time of receipt, are carried to a separate accounlf in the books 
of the Bank of England and applied to the cancellation of notes as and when 
they return from* circulation , 

In order to give the banks the advan^ge of the credit alowed under 
this arrangement even though actual currency may not be required, it is 
proposed by the amending Bill to take power to issue certificates m lieu of, 
actual notes i * t 

The effect of the issue of these certificates will be that the banks witl be 
able to obtain credits with thf Bank of England on the same terms as Vurrcncy 
Notes and the expense of printing and handling notes will be avoided except 
m so far as the notes may be required for actual circulation , 

(2) Scotland and Ireland 

The arrangement m England and Wales applies generally to Sc^otland 
and Ireland , but in the case of banks of issue in Scotland and Ifeland, 
Currency Notes, instead ^'^f being issued to the putike, arc used as cover for 
the banks’ own notes , This arrangement has in practice theo^%ctof enablnig 
the Scottish and Irish banks of issue to exceed the normal limit^s issue ot 
fiduciary notes so long as such efxcess issues ar^ covered by Currency Notes , 
The new certificates wiV also be available for ♦the purpose of cover for 
these issues. • * 


(Treasury Minutes dated 6th August, 20th \ugust, 22nd October, 1914, 
and 19th January, 1915, set out m detail, the conditions under Whmh Currency 
Notes were to be issued t‘o banks within the Ihiited Kingdom, including 
the Post Office Savings Bank aiidkhe 'Tru'^tee Savings Banks, and provided 
for the eventual payment to the Icxchecjuijr (alter allowing' lor expenses) 
of the interest received by the Bank of Englapd on account of advances 
made to banks in the iorm of Curouicy Notes in accordance with the (Aurcncy 
and, Bank Notes Act, 1914 Tficse Minutes also specified the design of 
the Currency N^'^tes and the quality and •nature of the paper tc^ be used 
for the issue ) 

r — DISPOSAL OF INTEREST RECEIVED ON ACCOUNT OF TURRENCY 
NOTE IhSl'El 

Treasury Minute Dated the 3rd May, 1915 
My Lords read again Iheir Minute of tlw 6th August, 1914, cju the subject 
of the issue of Cuiremy Notes under the Currency and Bank Notes Act, 
1914 (4 & 5 Geo 5, c 14) 

By paragraph 5 of that Minute it was clirectcv^l that all sums payable in 
respeof'- of interest upon advances made by means of the issue of (hirrcncy 
Notes shall be paid to the Bank of Pmgland, and sjiall, after deductifiii by 
the Bank of Icngland of whatever amount may be agreed between the BfCnk 
of England? and the Tteasury as a fair remuneration of its sc^rvices in connection 
with the issue and withdrawal of Currency Notes, be paid by them into the 
Ex^-Hequer, but f o directions have been given as to the treatment* of the 
interest payable in respect of securities held on ai'count of the Currency 
Note Reder^plion Account , , ^ 

Thtf Chancellor of the Exchequer recommends to the Board that these 
directions should no\^t be revised and extended to interest earned on rtiese 
, latter securities « ^ ^ • 

He states to the Board that tlie Bank havp informed him^that dunng the 
continuance of the *var they do not prqpose td make any ’charge for their 
services in connection with the issue . 

ThC question of remuneration to fhe«lkink does not therefore at ireseiit 
» « « 
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arise, but if and when it*anscs the Chanci^llor is of opinion that it will be 
lUQre prop«if that such remuneration should, with the other expenses ot 
issue, be charged agains*t moneys provided by Parliament, and that the 
question of th? appropriation in aid of such expenses of»thc whole or any 
part of thelBums payable to the Exchequer in respect of the issue should 
be considered m due course. 

The Chancellor now* proposes that all interest received whether upon 
,* advances lAade ^n Curren<iy Notes or upon securities held for the Currency 
NoU; Redempt’pn Account should be utilized, in the first place, in order to 
provide a fund for meeting any losses which mayrfrom time, to time be incurred 
upon the realization of the securities, and that the balance after making 
'^uitable provision for this purpose should be paid into the ExchApier, and 
lie accordingly recommends that their LcTdsh«>ps should give directions that 

1 The interest on all advances made in Currency Notes and on the 
securities held for the Currency Note Redemption Account shall, as it accrues, 
be crfjjlitcd to the assets of that Account as shown m the weekly return and 
the amount so crcditei^* shall be shown uiider aj^separale heading among 
tl*c liabilitie;^ under the, title of “ Investments Reserve Account ” 

2 Tli^ Secunticb held on account of the Currency Note Redemption Account 
shall continue to be shown iij the return at* cost price and any proht or loss 

'upon realieation or repa^anerit shall when it accrues be credited or debited 
as "the case may beJLo the “ Investments Reserve Account ” Any advances 
made *111 Currency Notes which may prove to be irrecoj^erable shall when 
written off be debited to that Account * • 

3 If at any tune the amount standing to the credit «f the Investments 
Reserve AcccAiiit e.xceeds by more ^lan 00,000 the propoition which may 
be fixed ,*1/ their I.ordships 4roin time to tune ns necessary to provide an 
adecjuate erve, due regard being had*to the character of the securities 
held and Oi other assets of the fund, the whole amounUof the excess 
over the fixed proportion shall*be transferred to the Exchequer 

My Lords concur and ai? pleased to direct that the amount below which 
the balance of the Investments Reserve count shall not be reduced by 
tiansfcrs.to the Excheipier be fij:ed for the time being at f^per cent oT the 
total securities held and advances outstanding 

• 

m 

D- M.\XIMUM LII^IT FIXED TO FIDUCIARY ISSUE Ol- CURRENCY NOTES 

Treasury Minute, Dated the 15tii DECtMUER, 1919 

Ihe Chancellor of the Exchequer draws the attention ot the Board to 
paragiaph 8 of the Final Report of the Committee on f urreiicy and foreign 
Exchanges after the W.ir, which Recommends the imposition of a maximum 
limit on the issue of Cuirency Notes under the Currency and Bank Notes Act, 
1914 The ('hancellor proposes to the Board that steps shall be taken to 
give effect to the recomfnendatioii that the actual maximum fiduciary 
circu^tion of Currency Notes in any year shall be the fixed maxinillm for 
th% mllowing ^ear ^ 

The maximum fiduciary circulation dunng the (‘x^ired poz^n of tlie 
Current calendar year has been ;^320, 608,298 10s ami the Chancellor accord- 
ingly moposcs that directions shall now be given to the Bank of Enjdand 
restricting them from issuing Currency Notes dunng the* 12 months com- 
fnencing the 1st JanuaiR, 1920, in excess of a total of ^320,Q00,000, except 
against ^^oid or Bank of England Notes, and from issuing in *he calendar 
yea§ commencing 1st januarv in any year henceforward notes in excess of 
the actual maximum fiduciary circulation of t^e preceding 12 months. 

My Lords co!icur. • * • . 

Let copies of* this Minute be transmitted to the Ba*iks of England and 
Ireland, Iha Bankers’ Clearing Hbuse Committee, and the Comptroller and 
Audit '^-General . and le*» copies be^sreiented to both Houses of ParluHnent. 
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E — CURRENCY NOTES OF riU| FIRST AND SEv^OND ISSUES CALLED IN 

i *. „ 

Treasury Order, Daied 11th J'une, 1920 

Whereas it is enacted by sub-section (1) of Section one of ^Hie Currency 
and Bank Notes Act, 1914 (hereinafter C-eferred to as “ the said Act ”), 
that the Treasury may, subject to the provisions of th^ said Act, issue Currenc y 
Notes for one pound and for ten shillings, and that tlio'je neVes shall bd^ 
current in the United Kingdom in the same maMiei and to the same extent * 
and as fully as sovereigns ayd half-sovereigns are current, a^d shajl bc*\cgal 
tender in the Umfeil Kingdom for the payment ot an> amount 

And w.hereas it is enacted by sub-section (4) of the said Section that tlu' 
Treasury may, subject to suclj coiylitions as to time, manner and order bf 
presentation as the> think lit, call in any Currency Notes under the said 
Act on paying for those notes <it their face valiu' in gold 

And wheieas it is enacted by Section one of the (Tirreiicy and Bank Notes • 
(Amendment) Act, 1914,^ that the power of the In^asury to cull in Ciftrency 
Notes under the said su^’-sectlon (4) of Si'ctioii one' of the said A^t, shall, be 
extended so as to include a power to call in Currency Note's bn exchanging 
the notes so called in for othei;^ notes of the same face value tssited under 
the said Act ‘ 

And whereas in pursua^ice of the said sub-sc( lion (1) of Section ong" of 
the said Act, the Treasury cni the sixth day of August, nineteen Ivindred 
and fourteen, made provisiop for the issue of currency notes for one poimd 
and ten shillings .respectively (hereinafter referred to as “ Currency Notes 
of the first issue ”) and such Currency Notes were issued by^ the Treasury 
accordingly . ♦ • 

And whereas the Treasury on the twenty-second day of October, nineteen 
hundred and fourteen, directed that as from the twenty-third day of October, 
nineteen hundred and fiAirtecii, the issue of Currency Notes ot the first issue 
for one pound should cease and that the Curreiicr Notes for one pound issued 
on or after that date (hcreinafterfefcrred to as Currency Notes of the second 
issue for one pound) should be of a new design , ^ 

And whercas**the Treasury on the nineteenth day of January, nineteen 
hundijed and fifteen, directed that as from the twenty-first day of January, 
nineteen hundred afiJ fifteen, the issue of Currency Notes of the first issue 
for ten shillings should cease and that the Currency ‘Notes /or ten shilling!*^ 
issued on or after thac date (hereinafter referred to as Currency Notes of the 
second issue for ten shillings) should be of a new design . 

And whereas the Treasury on the tw'clfth day of January, m'netcen hundred 
and seventeen, directed that as from th« twenty-second day of January, 
nineteen hundred and seventeen, or as soon as might be thereafter the issue 
of Currency Notes of the second issue for one pound should cease and that 
the Currency Notes for one pound issued theiicejorward should be of a new 
dcsigft, and the issue of Currency Notes of the second issue for one pound 
accordingly ceased on the first day of February, 1917 , •’ 

‘ And whereas the Treasury on the twenty-first day of October, nineteen 
hundred tfnd eightceft, directed that as from the twenty-second day of October, 
nineteen hundred and eighteen, or as soon as might be thereafter, the issue 
of ^iurrency Notfs of the second issue for ten shillings should cease And that 
the Currency Notes for ten shillings issued thence fos-ward should be of a nev/ 
design, andj the issue of Currency Notes of the second issue fpr ten shillings ^ 
accosiingly ceased on the second day of November, 1918 , . 

And whereas certain of the Currency Notes of the first and second issues 
still remain m circulation aAd is desirable thijt they sho^ild be callod in 
Now, therefore, the Treasury, in pursuancp of their powers in that behalf,*, 
hereby call in all (currency Notes of th 4 ‘ first And second Issues, and direct 

1 & 5 Geo 5, c. 72. 
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that as {fom the date ot this order all such Gurrcncy Notes shall cease to be 
curlient or Ifi^al tender within the United Kingdom 

Provided that the holder of any Currency Notes of the first or second 
issues shall, on application at any time before the first diiy of September, 
nineteen hundred and twenty, during office hours at any Money Order Office 
in the. United Kingdom or at the Bank of England or the Bank of Ireland 
be entitled ^to receive i.\ exchange for these notes after due examination 
•therctof other Currency Notes of the same face value which have been issued 
and fire for the time being legal tender in the United Kingdom under the 
said Act 5 , 


^This 11th day of June, 1920 


* James Parker, 
Wm Sutherland, 


Treasury Chambers,* 
‘fVlvTehall. » 


Two of the Lords Commissioners of 
His Majesty's Treasury 


APPENDIX IV 

The Courts (Emergency Powers) Act, 1914 (4 tS:,5 Geo. 5) 

Ah Act to f'lvc', in connection with th^ pree^nt Way, jurther poivers to Courts 
%n rcUulm to the Remedies* for the recovery of money, and xn relation to 
othi> Similar matters. (31s/ Augifst, 1914) 

Be it enacted by the King's moit Excellent Majestyt by and with the advice 
and consent of the Lords Spiritual and Temporal, and Comitions, in this 
present Parliament assembled, and by the a’»thonty of the same, as follows — 

c Powers of Courts to Defer Execution, etc. • * 

1. (1) From and after the passing of*this Act no person shall — ^ 

(a) proceed to execution on, or otherwise to the Riforcement of, any 
•* jiulgment or prder of any court (whether cnteied or made before or after 
the passing of this Act) for the payment or recovery of a sum of money 
to which this subsection applies, except after such application to such 
court and sucli notice as may be provided for by rules or directions under 
tins Act ; or » 

{h) levy any distress, take, resume, or enter into possession of any 
projierty, exercise any nght of re-entry, foreclose, realize any security 
(except by way of sale b}' a mortgagee in possession), forfeit anv deposit, 
or enforce the lapse of any policy of insurance to which this subsaction 
amiRes, for the purpose of enforcing the payment or recovery of any sum 
of money to which this subsection applies, or, in default of tl^Qpaymeift 
or recovery of any such sum of money, except after*such applrtation to 
such court and such notice as may be provided for by rules or directions 
under*^this Act. • • 

•'I'his subsection shall not apply to any sum of money (other |han rent not 
(» being reijt at or exceeding fifty pounds per annum) due and payable in 
pursi^nce of* a contract made after the beginning of the Fourth da^ of 
August, nineteen hundred and fourteen. • 

Thi^ .subsection applies to life* or endownjent^pohcies for an amount not • 
•exceeding twenty-five pounds, oi payments ecfhi valent thereto, the premiums 
in respect of which are payable af; not longer than morfthly intervals, and 
have been paid for at least the two years preceding the Fourth da^ of 
August,'^' nineteen hundred and fouftfei^* 

27 — ( 1723 ) 



418 


BRITISH finance, 1914-1»’21 


(2) If, on any such applicatiai, the court to fvhich the application is made 

is of opinion that time should be given to the person liabld to make,, the 
payment on the ground that he is unable immcdi&,tely to make the payment 
by reason of cirtfumstances attnbutable, directly or indirectly, to the present 
war, the court may, in its absolute discretipn, after considenng ffl the circum- 
stances of the case and the position of all the parties, by order, stay execution 
or defer the operation of any such remedies as afa*csaid, for such time anej 
subject to such conditions as the court tlunks fit r r ^ ^ 

(3) Where a bankruptcy petition has been presented agfinst any dtbtor, 

and the debtor proves to the satisfaction of the court having junf diction in 
bankruptcy that his inabihty to pay his debts is due to circumstances attnbu- 
table, diVectly or indirectly, to the present war, the court may, in its absolute 
discretion, after considering al> the^circumstances of the case and the position 
of all the parties, at any time stay the proceedings under the petition for such 
time and subject to such conditions as the court thinks fit. , 

(4) This Act shall apply to all proceedings for the recovery of possession of 

tenements under the Snull Tenements Recovery k$zt, 1838,^ as if they were 
in all cases proceedings for the payment or recovo^y of a sfin} ofi money due 
and payable on account of rent , , 

(5) The Lord Chancellor ma>^ make such rules and give such directions afi 

he thinks fit for the purpoce of giving full effect to*>Jiis Act, and im^y, by those 
rules or directions, provide ftr any proceedings for tluJ purposes of this'Act 
being conducted,! so far as desiralfie, in pnvate and for the rcmi'^sion of 
any fees. * ♦ 

(6) The powers given under this Act shall be in addition to, and not in 

derogation of, any other powers pf any court ' 

(7) Nothing in this Act^shall affect any right or power of pav!nbrokcrs to 
deal with pledges, or give any po\^er to stay execution or defer the operation 
of any remedies of a cr^‘ditor in the case of^a sum of money* payable by, or 
recoverable from, the subject of a Sovereign or State at war with His Majesty. 

(8) Any stay of execution or ^f other proceedings, and any postponement 
of Jhe operation of the remedies of a creditor, which has been granted or 
ordered by any»»court since the commencement of the presdnt war ».md before 
the passing of this Act shall be as talid as if this Act had been in operation 
when^ the stay or pcstponeraent was granted or ordered. 


Short T%tle, Application, and Duration 

2 (1) This Act may be cited as the Counts (Emergency Powers) Act, 1914. 

(2) In the application of this Act to Scotland the Court of Session shall be 
substituted for the Lord Chancellor ; " Act of Sederunt " shall be substituted 
for " rules ” ; "a petition for sequestration " shall be substituted for " a 
bankruptcy petition ” ; “ diligence ” .shall be substituted for '* execution ” ; 
and decree ” shall be substituted for " judgment or order," and sjjall be 
(jeemed to include any warrant authorizing diligence , " credifor in a herilrible 
security 1/r^shall bc« substituted for “mortgagee"; and ''proceedings in 
removings and ejections in the case of subjects let at a rent not exceeding 
twj-,uty-one poupds " shall be substituted for '' proceedings for the , Recovery 
of possession of tenements under the Small Tenements Recovery Act, 1838 " 

(3) In the upplication of this Act to Ireland the Cord Chancellor of Irelai^'d 

shal( be sulistituted for the Lord Chancellor. ^ ' *> 

(4) His Majesty ipay, by Order in Council, at any time determine the 
operation of this Act, or py/ivide that this Act shall have effect subject to 
such limitations as may be c/Aitained in Ihe Order , but, subject to the 
operation of any s^ch Order in Council, this^ Att shall have effect during the^ 
continuance of the present war, and fo/ a period of six months thereafter. 

1 f & z Vict. c, 74. - . - 
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APPENDIX V 

GoverniAent War Obligations Act, 1914 (5 GeA. 5, Ch 11) 

An Act to make provision with rexpect to obligations incurred by or on behalf 
of His Majesty’s Government for the purposes of the present war or in 
conn^chon^ thereuhth and for other purposes in relation thereto. 

^ ^ * {27th November, 1914 ) 

Be it enjfcted by the King's most Excellent Majfesty, by rjnd with the advice 
and consent of the Lords Spintual and Temporal, and .Commons, in this 
present Parliament assembled, and by the authority of the same, as follows — 
1. There shall be paid out of moneys J^ovWed by Parliament, or, if those 
moneys are insufficient, there shall be charged on and paid out of the Con- 
^sohdatpd Fund, or the growing produce thereof, such sums as may be required 
for th« purpo‘ie of giving effect to any such obligations incurred by or on 
behalf of His Majesty’s Soverrvment before the pasling of this Act as are set 
out in the ^c'lediile to this Act (m this Act referred ik> as Government war 
obligations)., 

„ 2. (1) No contract of re-insurance for tfte purpose of carrying out any 
Governmeift war obligation to which the Goveifiment, or any person on 
belTalf of the GoverrOnent, are a party, shall bt liable to stamp duty and no 
contract of insurance, re-insurance, or pther document fer the purpose of 
cdtrying out any such obligation shall be void Dy reason only that it is not 
stamped or expressed in a policy of sea insurance, or is* made for a terra 
exceeding twelve months. • • 

(2) No i-*o visions .of the Companies (Consolidation) Act, 190R, i or the 
Bankruptcy and Deeds of Arrangement /fet, 1913, ^ or any other Act as to 
registration of*charges shall api^ly to any charges given for tife purpose of 
obtaining any loan guaranteed by or on behalf of the Goverr<nent in pur- 
suance of any war ‘obligation ; and no ncj^ice of any such charge need be 
registered or notified. # 

3. Any'*policiel of insurance tir re-msurance granted, <9t any contract 
made, or other action taken, by any assc/ciation or body of persons apqjroved 
by the Board of Trade for the purpose of carrying aut any Government 
^cheme in connection ,with the present war of insurance of ships or cargo 
against risk of t^c King’s enemies or for the relief of dependents of persons on 
insured ships shall, if and so far as the Board of Trade so direct, be deemed 
to be valid, noKvithstanding that the granting of the policy, or the making 
of the contract, or the taking of ^he action was beyond the powers of the 
association or body of persons 

4. This Act may be cited as the Government War Obligations Act, 1914. 

SCHEDULE 

Government War Obligations 

Obligations incurred in connection with the present Wefr in respect of — 

1. Guarantees given to the Bank of England in connection with— 

{iff The discount on bills of exchange ; • 

> (6) Advances to acceptors of bills of exchange , , 

{c) Advances in connection with loans made to members oif the Stock 
Exch*ange. • 

Guarantees given in connection with bills of •“xchange drawn by 
traders having ^debts due l^om^broad whij;h i!te not immediately recover- 
able, and in co*nnection with advances to traders to enable them to meet 
liabilities under* contracts entered vito before the outbrftak of war ; 

^ 8 Edw. c. 69 

> 3 & # Gc-o 5, c 34. 
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Cj * •• 

3. Payments on contracts of insurance or re-msurance^ against war 
nsks of ships or cargo or for the relief of dependents of persons on insured 
ships so far as provision is not made for those payments by the application 
of premiums or otherwise , 

4. Any loan raised by any of the PoWers allied in the present war or by 

the Government of Egypt or by the Government^, of any of His Majesty’s 
Dominions, or any British Possession or Protectorate ; , f ^ ' 

5. The maintenance or assistance, in connection with t^he present' war, * 
of food supply^ trade, industry, business, or communicatiotj,s m the 
United Kingdom or in any other country, or the relief of distress in the 
United Kingdoih or in any other country. 


APPENDIX VI 

Coinage ActI 1920 (10 Geo. 5, Ch. 3) 

An Act to amend the^Law tn wsspect of the Standard Fil eness of Silver Chins 
current in the Un%*sd Kingdom and pi other parts of his Majesty’s Doihimons 
, * {3] St March, 1910) 

Be it enacted by the King’s mosU Excellent Majesty, by and iv^ith the advice 
and consent of the IvOrds Spiritual and Terftporal, and Comnlons, in this 
present Parliament assembled, and by the authority of the same, as follows — 

1 (1) Thdfir-it Schedule of the Coinage .^t, 1870, as amended by Section 
two of the Coinage Act, 1891, shall, as regards coins made after the com- 
mencement of this Act, have effect as though lor the w’ords " thirty-soven- 
for^ieths fine silver, three-fortieihs alloy , or millesimal fineness 925,” in 
the column reluting to standard fineness ’there were substituted rtlie words 
” one-half fine silver, one-half alloy , or millesimal fineness 500,” and as 
though for the figuii? ” 4 ” in the column relating to the remedy allowance 
in respect of millesimal fineness there were substituted the figure ” 5 ” 

(2) Where by virtye of a proclamation made under Section eleven of the 
Coinage Act, 1870, the whole or any part of that Act is in force in any British 
possession at the date of the commencement of this Act, ttat Act shall as 
from that date apply in that possession ^as amended by this Act, and any 
Order in Council or proclamation directing that any coins which under the 
Coinage Acts, 1870 and 1891, are legal tender in the United Kingdom shall 
be current and legal tender in any British possession shall extend to coins 
whic^ are legal tender m the United Kingdom lender those Acts as amended 
by this Act ’ ^ 

I' Provided that the provisions of this subsection shall not a’pply as res^^ccts 
any self-governing niomimon unless and until those provisions are adopted 
as regards the dominion by a proclamation of the governor-general or 
goifernor ^ ^ 

2 The standard trial plates of silver to be used for the purpose of the 

tnal of the pyx shall, instead of being made of a 'standard fineness in co^i- 
fornjity wAh the provisions of the Coinage Acts, 1870 and *1891; be madc«- 
of pure silver. ^ ' «, 

3. (1) This Act may bc^cited as the Coinage Act, 1920, and sl^all be 
construed as one with the Coyfage Acts, ll370 to 1891, and those Acts and 
this Act may be c^ted together as the Coirfagr Acts, 1870 to 1920 

(2) In this Act the expression ” sMf-governing dominion ” means the 
Doiliimon of Canada, the Comm^nw^ajth of .Australia, the D6n:ynion of 
New.^ealapd, Vhe Union of South Africa, and Newfoundland. 
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APPENDIX VII 

Gold Arto Silver (Export Control, etc) Act, #1920 
*• (10 & 14 Geo 5. Ch. 70) 

An Act to control the exportation oj gold and silver coin and bullion, and to 

* prohibit fhe melting or improper use of gold and stiver coin 

{23rd December, 1920.) 

Be it enacted by the King‘.s most Excellent Majesty, by and with the advice 
agd consent of the Lords Spiritual and Temporal, and *Commoift, in this 
present Parliament assembled, and by th^# authority of the same, as follows — 

1 (1) Section eight of the Customs and Inland Revenue Act, 1879 (which 
enables the exportation of certain articles to be prohibited), shall have effect 

*as if. Tji addition to the articles therein mentioned, there were included the 
following articfcs, that is*lo say, gold or silver com ^nd gold or silver bullion. 

(C) If any jier^pon acts, in contravention of or fail| to comply with any 
conditioiL afjtachcd to a licence authorizing the exportation of any goods 
prohibited to be exported by ^virtue of this Section, he shall for each offence, 
without prejudice to any«othcr liability, bo liabl# to a Customs penalty of 
on^ hundred pound* # ^ 

(3) Gold produced in any part of His Majesty’s Domiqjons and imported 
injio the United Kingdom under any arrangemdfit approved by the Treasury 
may, notwithstanding anything in thi:> section, be exported in accordance 
with the terms of the arrangement ^ 

(4) In tl^s Act the expression ‘‘ gold or silver bullion ” includes gold or 

silver partly manufactured and any minture or alloy containing gold or 
silver • , • 

(5) This section shall contmue^n force until the thirty-first day^of December, 

nineteen hundred and twenty-five, and no longer, unless Parliament otherwise 
determines • ^ 

2 (1) 4 shall ftot be lawful fo»any person, except under vid m pursuance 
of a licence granted by the Treasury, to melt down, break up, or use otherwise 
than as currency any gold or silver com which is for time being dirrent 
m the United Kingdom or m any British Possession or foreign country 

* (2) If any pdtson acts in contravention of this section, or acts m contra- 

vention of or fails to comjily with any condition attached to a licence granted 
under this sectipn, he shall, for each offence, be liable on summary conviction 
to a fine not exceeding one hundred pounds, or to imprisonment with or 
without hard labour for a term tiot exceeding two years, or to both such 
fine and imprisonment, and, in addition to any other punishment, the court 
dealing with the case may order the articles m respect of which the offence 
was committed to be forfeited ^ 

3 "nils Act may be cited as the Gold and Silver (Export Control, &c ) 
Act« 1920. 


APPENDIX VIII 

REPORT FROM THE SELECT COMMITTEE ON 
PREMIUM BONDS 

(Dated 16th January, 1918) ^ 

The Sielect Committee appoi^ted,to enquire i|ito%nd report on the desirability • 
^ir otherwise of raising money ^or the purpose of the war by the issue of 
Premium Bonds liave agreed* to the following Report — • 

1 . Havwig m view the limited nature of our reference, we have not entered 
upon tfce consideration oi the details mi the very numerous scheme? for 
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Premium Bonds which have been proposed, nor have we df^t with the 
question from the aspect of normal finance in times of peace. ^ 

The issues wei^, however, so varied and contentious thaA we found that 
it was necessary to obtain a good deal of evidence, and we haie examined 
35 witnesses, amongst whom were three Mtmbers of Parliament belonging to 
the Labour Party, several Bankers, including foreign Bankers, two Chief 
Constables of large industrial cities, official witnesses frojn Vhr Treasury,*^ 
Board of Trade, and Post Office, and representatives of Chambers of jjom- * 
merce, large employers of la^>our, of the Co-operative Societies, and pf vanous 
religious bodies * 

2 Theffirst poiirt to decide was to arrive at a definition of a Prermum Bond, 

and we adopted in the mam tlje definition, which had been accepted by the 
Committee which had for some time promoted the issue of such Bonds, 
namely, that the term Investment and I’remium Bond should mean Bonds 
repayable after a fixed term of yearh at par plus a moderate rate of compound® 
interest, not less than the 2^ per cent, now paid on^thc Government Savings 
Banks deposits and having the feature that a certain number, should^ be 
drawn each half-year L'or payment at a premium over and above the issue 
pnee, both interest and premium being paid free of tax. Ail eiample of 
such an issue would be as follows — * ^ , 

The Bonds might be issued by the Treasury in series qf ;^10, 000,000, as and 
when required, and be repayable in lO years, with 2J per cent compound 
interest, free of t^x The diTcreneC. between 2^ per cent and 4 per cent— 
the latter being the current rate of interest on tax-free Government Bonds — 
leaves a balance of per cent., which would provide an ampje Fund out of 
which substantial premiums coulU be •'paid qn many thousaneV’ of Bonds 
drawn and paid off half-yearly, the premiums ranging possibly from ;^5 to 
;^l,000. Boi\ds not drawn would be repayable on matunt^y at 26s. (for 
each £), that sum reprcJscnting the capital* value together with compound 
interest at 2| per cent. » 

3 We understand that the G;)vernment has been advised to the effect 
that no issue wluch involves an element qf chance could ^bc mad^e without 
an Act of Parlfament Since the Act of 'l 823, prohibiting lottenes, there 
has been no Act of Parliament, wit'ii the single exception of the Art Union 
Lotteries Act, 1 846, •Wluch has directly or indirectly legalized lottenes 

4. Before ofienng advice on the initiation of a form*of investment diffenng 
in character from th6 c-xisting methods of Government finance, we desired 
to obtain information upon vanous points — 

(а) Are the existing Government issues for large and small investors 
sufficient for the country's financial needs *in the present war circumstances ? 

(б) Is there any field of investment at present untapped ? 

(c) Is the amount of money to be tapped large enough to justify a departure 
from existing methods ^ * 

(if)*’Would new methods divert money rather than bring in new njoney ? 

(e) And whether the issue of Premium Bonds would in an) way prejydice 
our finangK-l credit ^nd standing at home or abroad. 

5. So far as the large investor is concerned the evidence before us was 

conclusive that an issue of Premium Bonds would have no effect at^all upon 
the larger Goverament investments from the financial interests in the City 
which pass through the Bank of England, and there'fore that side of National 
Finance netd not be entered upon. If present methods shoilld pnjve to be® 
insufecient, some other alternative than Premium Bonds as defined tbove 
must be sought to attract phoney from the large investor. , 

• We are satisfied that, so far^fts the general public and the small investor 
are concerned, the present Government issifes i^ail to enlist all the financial 
support that migh? be obtained * • ^ 

6. *Amongst the large section of t^e public who ^re not in trade, n^r wage- 
earnersf m\ipst*ient in non-Government secunties still largely prevails, on 
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account of th£ desire for more remunerative? though necessarily speculative, 
sto^s, and *tnis source o^ help, financially, can only be obtained by some 
more attractive ^Government issue. ^ 

There is aiso clear proof that the weekly wage-earners, especially the men, 
demand an iirvcstment, which would appeal to them primanly in that there 
would be a chance of substantial increase of their capital, and that the 
ordinary rai^e^f ^ntcrest,* amounting as it must to the small investor only to 
•a fevf shillings a year, even ^ the rate of 5 per cent , is of secondary importance 
to th?‘m ^ • 

We carefully considered whether the increase of wajlje throughout the 
country had been proportionate to the increased cost of Ivving, anj^, though 
irksome cases this may not be so, nearly all the witnesses agreed that, owing 
to the larger numbers of workers in mi^t Ifouseholds, and the very busy 
state of the labour market, especially in munition areas, there is a considerable 
•margin of wages which is not at present being invested but winch is being 
spent flpon luxuries iti same cases, and in many cases upon articles which 
in war time might be di^cnsefl with. • 

f. Great* ditei^ity of dpinion has been evinced a# to the amount that 
would be» attainable from the weekly wage-gamers and other classes by an 
•ssue of IVeinium Bonds, and* the estimates varied from 10 millions to 250 
millions a ;fear. It must Be remembered that thc?e estimates include a good 
deal oi money whicl? would, in the absence oi^any new^ issue, be invested in 
existing stocks, and it is only new money, that money ^ot forthcoming at 
present for Government securities, that is wanted Probably, though all 
estimates are quite problematical, about 80 to 100 nulhons a year would be 
the most re^e money that couli^ be expccteckfrom sources at present untouched. 

8. We had a good ileal of interesting evidence as to the effect of an issue of 

Premium L'>n^s on the War Savings Committees and Associations, which 
numtx'r now over 40,000, and upon their mvestmenls Very good work has 
been done by these AssocicJlions, especially through our schoftls, and their 
patriotic exertions, mainly on voluntary lutes, have resulted in a very large 
sale of \\^ir Savyigs Certificates^ and of small amounts of War Loan«and 
Bonds, . 

Undoubtedly a good deal of money would be diverted from these invest- 
ments by an issue of Premium Bonds, for it was admittec^^y many witnesses — 
Tiotably several very *hostile to Premium Bonds— -that the War Savings 
Certificate does not appeal to the working man. and that his investments in 
them were due to patriotism and persuasion rather than to personal inclina- 
tion Instance’s were given to us to show this mdilicrcnce There would 
be strong moral objections to the^ise of School War Savings Associations for 
the sale of Premium Bonds, and there are also practical considerations which 
might make it difficult for the War Savings Committee to adopt Premium 
Bonds as part of their propaganda. 

9. As regards the effect of an issue of Premium Bonds upon the financial 

pre^ige and cfcdit of the country, the larger number of those who gave 
evidence, as representing financial interests, were of I he ^pinion I'ltat, for tne 
purpose of the war, when all conditions arc abnormal, it would be in no 
way dey^mental or prejudicial. . , • , 

On the other hand, some witnesses held very strong opinicftis of an opposite 
Aaracter * • 

;♦ So far^s neutral countries were affected, the evidence rather wtnt to prove 
that^Vemiufn Bonds might be taken up by investors in those countries, and 
thus the difficulties of exchange would bo so fa^ lightened Upon this point 
we inade speciaUinquiry as4o hdw far Prem*um Bonds had been made use of • 
^n foreign count^^es, and wli#;t)ier any lessoiA can be drawn from such pre- 
cedents Generally speaking, for'^ign Governments hav^ not made use of 
this fo^*of investment, except for small amounts or for local purposes ; but 
m maity of these countries there is fio ^fbjection taken to actual lott^ncs (in 
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Germany these have always been allowed), so thUb Premium Bonds would be 
less required to appeal to the speculative instinct. ^ , 

In France, however. Premium Bonds have bee^i for a long time a very 
popular form of i:Svestment, and have been used largely to fiAance Municipal, 
Local, and even State schemes, such as tl^e Suez Canal. Thesr .^issues have 
never been actually made by any French Government, but every issue has 
State sanction and approval. * ,, 

It IS estimated that there are now Premium B^nds m ex/atenct in Fr.ince * 
to the amount of 400 million pounds, and there is apparently no prejrdice 
against them, but on the edntrary they are held to promote thnfw, and to 
form a secunty wlych is not easily parted with Two factors must, however, 
be taken 'into account: that the French small investor values highly 1^’S 
interest, paid half-yearly, and ‘.half most of the Bonds are issued at a good 
rate of interest These factors must be borne in mind if there was an issue 
at any time m this country, as, if interest is to be paid yearly or half-yearly, ^ 
the value of the Bond cannot be less than the lowest French value, i^imcly, 
100 francs, or ;^4 ♦ , 

10. After this surve(-^ of the field of finance we arrive at tl^e oTrect i'rjue 
whether Premium Bonds are desirable for the purpose of War f'lnf’^nce, and 
here we come to very debatable 'ground In 1.916 the Committee upon War^ 
Loans for Small Investors^ consiclered the questioi of “ Bonus Bonds ” and^ 
reported as follows “ Bonu*. Bonds would probably be a very attraefive 
form of investment, and very considerable sums might be obtained ‘by an 
issue of this character. Btit, on the other hand, objection would not 
improbably be taken to any proposal in which the element of chance is 
involved, and, as opimon m the (^mmvttee was somewhat sharply divided, 
we are not able to make any recommendation *bn the subject " ^ 

We can only confinn the difficulties which the former Committee found 
themselves cefafronted w^th, and candidly adpit that the samo sharp division 
of opinion IS p,lso manifest amongst the members of our Committee. Out of 
35 witnesses, 18 were in favour of Premium Bonds, 12 were against, and 
5 wpre neutral or official, and v?c note, with interest, that the division of 
opinion docs no< follow any clear and regular line, as, for ‘instanui, even in 
the ranks of ministers of vanous religious denominations, who naturally all 
hold strong views ag.ainst gambling, there was by no means unanimity in 
their opinions upon the morality of the Government's connection with 
Prenuum Bonds. , 

We are, however, impressed by the evidence as to the existence of opposition 
to any State action which might be held to introduce an clo.ment of chance 
in our National Finance, and it would i^ot be possible to treat Premium 
Bonds as an uncontrovcrsial war measure.' 

To sum up our conclusions, we beg to report that the present opportunities 
of investment for the general public arc not sufficient to obtain their free 
and ^ill support, and that there is a considerabl6 untapped source of invest- 
ment, which might be secured for war needs by means of an issue of ^onds, 
vihich would, by a speculative element, whilst preserving thd capital inMct, 
attract th^ savings rf the small investor to whom the ordinary flat rate of 
interest does not appeal. 

\Ve doubt, hOjWever, whether the amount of new money to be ^»btained 
would justify any change of a contentious character in our financial methods, 
and we are satisfied that such strong views are held*with regard to PremiuAi 
Bon^s that^ legislation to sanction them would be difficult 1*0 obtain, and % 
that such a proposal ^nught cause a controversy in the country \vhich M'Ould 
^ be most undesirable. We c4> not therefore advise that an issue of Premium 
* Bonds be made at the present , time, or until further efforts ‘have been made 
to render present i;.sues more attractive to the* investor. < ^ 



APPENDIX IX 


425 


> 

APPENDIX IX 

i^p<5rt of the committee on financial 

I Fi^CILITIES 

^ Tf:RMS OF APPOINTMENT 

Treasury Miwute Dated 26rH November, 1917 

• 

The ChaAcellor of the Exchequer states to the. Board tjiat he has, jointly 
with the Minister of Reconstruction, appointed a Committee consisting of 
tl^c following — • ^ 

Sir Richard V Vassar-Smith, Lloyds ^Bank [Chairman), 

Sir John Bradbury, KCB, Secretary to the Treasury, 

A E L Chorlton, of i^uston, Proctor & Company, Limited, 

E Brocklehurst Fielden, Deputy Chairman, Lancashire and 
Yorkshire Raihiray Cpmpany, ^ 

' Sir /JLGijRiiON F. Firth, President of the Associated Chambers of 
^'oqimerce of the United Kingdom, • 

Mr. Robert Fleming, , # 

Mr A« C D. Gairdnicr, Union Bank of Scotland, 

* Mr. pREDERicKtC Goodenough, of Messrj Barclay (!t Company, Limited, 
Si*R Alexander McDowell, K B E., * 

Sir Alexander Roger, Ministry of Reconstruction, ** 

Mr. John Sampson, as Representative of the Controlled Establishments 
Assoeiation, 

Mr iV* W. Tait. of Messts G. A Touche & Company, 
wd'i • 

Mr. R C* Smallwood, as Secretary. * 

to consider and report whether Ihe normal arrangements for the provision of 
financial facilities for trade liy means of existing banking vand 5lher financial 
institutions will be adequate to meet the n€eds of British industiy during the 
period inwncdiatt'ly following th(‘ termination of the war.^and, if not* by 
what emergency arrangement they should be *su})plcmented, regard being 
had m particular to the special assistance which may be necessary — • 

(rt) To facilitate ,thc conversion of works and ilfctones now engaged 
upon war wiftk to norm.il production , 

[h) To meet the exceptional demands for raw inatcrials arising from 
the depletion of stocks. 

My Lords concur 

On the 20th December, 1917, Mr. H C. Hambro was added to the Committee 

We desire to express our*decp sen.se of regret at the death in March last of 
our colleague the late Sir Alexander McDowell, K B E Although ^llness 
pre^etited him» from attending any of our meetings. Sir Alexander McDowell 
took a close interest in our proceedings, and we feel that throuch his deaith 
"vC have lost a colleague whose knowledge and ^vldc efjx'iionce would have 
been of^cat assistance in dealing with the problems winch have been 
submitted to us. 


TO -THE TsO*RDS COMMISSIONERS OF HIS MAjESTY’S TREASURY 
AND THE MINISTl'R OF RECONSTR.UCTION 

• 

r My Lords aniI Sir, 

• Tntr^oductory ^ 

1 We4iave now the honour to s^ibmit our Rejiort ujion the matters referred 
to Ub.* la the course of ^ur cuqai#y vw have held seventeen meetings and 
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examined eleven witnesses , w4' have also coAsulered a large amount of 
documentary evidence, together with the reports of certain lJepartme:*tal 
Committees dealipg with various branches of trade and industry 

2 Although the provision of financial facilities is undoubtedly an important 
factor m the re-con version of trade and m'lustry, we do not th)nk that it is 
by any means the primary factor. The remedy for the wastage of capital 
during the war lies mainly in increased production and ge*m;nc saving • 
A rapid return to normal conditions will depend ^marily oh the' amoutit of * 
raw matenal and labour available, and should there be a shVjrtage m either 
case, upon the efficient distribution of the available supplies to the most 
urgent national ne^ds of production This problem is intimately bound up 
with questions such as the amount and utilization of the available shipping 
tonnage, the rectification and rtiamLenancc of the foreign exchanges, and the 
manner m winch the Currency Note issue will be dealt with Much depends 
upon the successful solution of these problefns, which form the foundations • 
upon which financial policy rests ultimately, particularly m ccnnectiotl with 
the granting of credit fac^aties. 

3 The terms of refc vince which have been submitted to ‘tis appear to fall 
naturally into two main divisions — 

(i) The Financial needs of trade immediatelv after the war, and the* 
respect in which these 'heeds will differ from ‘^the needs uncler normal 
conditions. 


(ii) The provi...on of Financial -Facilities to meet these needs 
In the first part of our Report we propose, therefore, to deal with the 
Financial Requirements of Trade and industry, ^ 


PART I 

THE FINANCIAL N^EEDS OF TRADF/AND INDUSTRY AFTER 
THE WAR 

4, In the courJe of our enquiry we came to the conclusion that I'u was not 
possibly to obtain information upon ‘Which to frame an estimate of the total 
cost involved in the lu-conversion of industry from a war to a peace footing 
And, as the special circumstances of many of the moreumporlant trades and* 
mdustnes have been, or are now, the subject of enquiry by Special Com- 
mittees appointed by vanous Departments of State, we determined, after a 
review of all the circumstances, to rely mainly upon documdhtary evidence 
in connection with this section of our cnqu’*-y. 

Reconstruction of Works 

5. One of the largest .factors in the demand ior assistance undoubtedly 
will the necessity for rc-equippmg factones and works, and alienng 
machinery only useful for war production, to machinery suitable for petxce- 
tiiile production Tl^c volume of the demand will differ in vanous industries 
in accordance with the magnitude of the displacement which has taken place, 
and the degree in which the character of the war output is removed inom the 
noririal pcacc-timC output of the firms concerned. During the Reconstruction 
penod the ma,^ufacturer will be confronted by two separate calls upon hif 
financial rcs< urces, operating more or less at the same time - In lihe first 
place,' he will have to provide for the expenditure necessary for the re-cocA^cr- 
sion of his plant and' works;^ and, secondly, in order to produce the same 
'Amount of output after the wart,as was produce^! before the war, a larger 
amount of working capital wilf be required Too meet the enhanced cost of 
labour and matcnals and the general increase in standing charges. Stocks of 
raw^materials have been depleted and stacks of tdie manufactured articles 
have likewise be^'n depleted, or have disa*ppeared altogether. Raw material 
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must be acquired, generally speaking, at su'#stantially higher prices ; while 
int% 4 rupted fridustries are m the process of being re-established, stocks, both 
raw material and semi-manufactured articles, may have to be earned for 
longer periods tnan under normal conditions There wifl be, moreover, 
in many of tifese industries, a mo^ or less unproductive period by reason of 
the shortage of matenals, during which standing charges will have to be 
provided fc^ • This will* vary, but it will obviously be greater m those 
•induftnes winch Vc subsidiary m the sense that the raw material required 
IS th^ finished iirticle m one or more previously applied manufacturing 
yirocesses * Tins unproductive period will, in maify cases, have to be bridged 
by means of increased financial facilities We anticipjp,tc an increased 
diMuand for loans to meet the circumstances which we have just rtesenbed, 
which are abnormal iii character and unfirecedcntcd m dimensions. 

6 The very great increase m the volume of production which has taken 
»placc— inotably in the Kiiginecrmg and Steel Trades — must also be taken 

into account. .The increased demand for war material of all descriptions 
has resulted in the establishment of many entirely n»v firms, and necessitated 
ver^ large ^xfen lions of plant and works on the par^ of established firms 
The situ.ftioii will, therefore, be complicated by the formation, in many 
•ndiistries, of an enlarged bajis lor a greafty increased commercial output 
coqjpared Vith the pre-\^ar output Tins will ♦ necessitate seeking new 
market^s and the c^ablishment of new industries, ajid consequently an 
increased demand for credit facilities aqd additional cajwtal, 

• * 

Repairs and Renewals • 

7 The mjce^sityfor undertaking, at higher prices, repairs which have been 

m abeyanc * owing to, the war*and which arc now much in arrear, constitutes 
a large iteic of expenditure which will jiTect industncs at present engaged 
upon supplying the needs of th^ civil population, a^ well as tlibse industries 
engaged ujion war work. , • 

General Character the Demand ^ 

8. Owing to the unprcccdentec! nature and dimensions of^the change, the 
general character of the demand for as'^stance will differ from the demand 
in normal times, in that it will consist of a greater y^jrcentage of demand 
fcr loans secu’jDd upAii capital goods (i e constructional material, etc ,) 
compared with loans secured upon consumable goocR • 

9 These demands may be summarized briefly as follows — 

{a) For a considerable period after the war a greater demand for working 
capital, owing to the mcreased«cobt of labour and materials, the necessity 
for giving longer credit, and the anticipated expansion in the volume of 
trade 

{b) A greater demand ^or extended credits for ^hc purpose of replacing, 
at higher cost, machinery and plant which has fallen into disrepiir on 
aceSunt of the war. 

*(c) Requirements for re-con version of plant and works wh^ch may,«ln 
many cases, be on the border line between working credit facilities and 
new capital requirements in respect of permanent outlay 

(iZ)*5New fixed capital requiiements in respect of permanent outlay? 

Ability to Meet Financial Requirements • 

1(1 It*rcmdins for us to consider the ability of trade and industry generally 
to meet their financial needs during the Reconstruction period. Some of 
our fatnesses h^ive given ^xprassion to fe^rs bf a general shortage in the* 
•supply of mone}^ and credit ^o^ financing poSt-war trade and industry. We 
think that these fears are exaggerated • i- • 

1 1 . Th<5 ability to meet the requirements for the reconstruction of factories 
and wl^ks is dependent fliainly u^4n ^fte amount of reserves whiQh it 
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been possible to accumulate ou^ of past profits .Speaking generally, in this 
connection trade and industry may be grouped into three mair, divisions. 

12. In the first place, there is undoubtedly a large group of firms, previo^ly 
established in vptious industries, who have been engaged ^ipon the manu-* 
facture of war materials from a date soon after the commenwaicnt of the 
war These firms have been able to do a Vbry considerably increased amount 
of business, and have made large profits In spite of the increased taxation, 
we think that a very large number of these firms will hc-ve’b^en able to, 
accumulate reserves sufficient for the needs of K^construction Speaking of 
these established l^rms, the evidence submitted indicates that their financial- 
position has improved to an extent which should enable them to raise any 
new capital which* may be required, and to obtain from their bankers any 
increased facilities, which may be n,^cessary during the Kcconstruction pcridcl 

13 The second group consists of a number of firms who became engaged on 

war work at a later period of the war, when taxation ^\as on a higher level, 
and the opportunity for accumulating reserves was, conseciuently, fnot so*^ 
great Many of the^e fipis have been called iiport to make Ifirge extensions 
to their works in order to cope with the increased ^demand for \y’r matenal 
of every description ^n cases where extensions have been made, we under- 
stand that, m the majority of ii stances these extensions have oecn written 
down to the estimated post-war value, to tlie (^patrolled owme^, anrl that 
the writing down has generaH^ been on a liberal scale , Although it is true 
that, in many cases, this may result in the bulk of their liquid resourte, being 
locked up in bricks and mortar and fixed plant, it must also be taken uHo 
consideration that alteration by way of re-adaptation to a different class of 
output, or by way of reduction in size, is a much less expensnT matter than 
an extension • 

14 The third group comprises a-number of entirely itew firms, which have 
come into e.x’stence owing to the increasing demand for war material of all 
kinds, without any previous commercial histoiy and with no trade or industry 
to which to revert after the war From our owfi knowledge' and expcnence, 
and from the evidence which has Keen placed before us, we are of opinion that 
the chief financial difficulties will be experienced in c mi.ection, with this 
group It has been urged upon us^ that it is not in the national interests 
that these firms should be allowed to peter out after the war, and that every 
inducement should be given them to continue in business and undertake 
commercial manufacture, if necessary even to the exlent of* granting therfi 
State financial assistance We feel that, even if State financial aid is desirable, 
there are many difficulties in granting such aid Apart from tlio fact that it 
might be regarded as unjust were these firms enabled, by means of State aid, 
to compete in established mdustnes, with*^firms previously employed in the 
same industry, it will be difficult, if not impossible, to guard against waste- 
fulness and inefficient management, and to ensure that the money was 
properly and economicaily employed 

Th^ solution in these cases appears to us to he, mainly, m the cstabhsjbment 
of new industries Everything will depend, however, upon'’ the econ^imic 
soundness qJ the indv-stry undertaken, and the ability to meet and maintain 
the industry in the face of possible future competition It is not possible to 
fornj.ulate any specific scheme for providing financial assistance for /;ases of 
this kind ; the c^apital required for establishment of these mdustnes must 
necessanly beaurnished by the investor or by the individual partners engaged 
m the businoss Each case must be judged on its individual merits^ and the 
abiht^^ to attract the capital necessary for its establishment will aepend vpon 
the inherent soundne^> of th^ proposition and its future prospects 

Future; Governmenf P6licy ** ^ 

15, An uncertair\ outlook for the future i^ olie of the grt-atest deterrents 
to industry and finance alike Whilst w^ recognize the difficulty at the 
pres^Kt time of laying down m detgil tlje. future policy to be adoptceVm this 
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countrji in connection witi^ Irade and mdultry, there are certain questions 
^uptfh which we think the Jjovernment might make knovhi their policy at an 
"early date It ivould, undoubtedly, be of great assistance ^to manufacturers 
and others an laying down their plans for the future, if the policy to be 
adopted with* regard to the follov«ing were made known — 

{a) The future fiscal policy of this country 

jft) Tht fatipnmg of raw materials, and priority of essential mdustnes 
and urgent requirement# 

. [c) 'lilie br#ak clause in connection with the termination of contracts 

for munitions of war * 

(d) The disposal of State owned factories and surplii'* stores, 
have already drawn your attention, in a letter dated 1st l^ovember, 
1918, to the necessity for immediate action* m connection with the break 
clause Judging by the evidence placed before us, there existed a great deal 
•of apj^ehension with regard to *the effect of these clauses. Stress was laid 
by witnesses, hot only i^on the dislocation and financial loss which would 
res'^lt fronj too ^udden ternfination of these coiftracts, but also upon the 
effect which sfich a step would have upon the labour narket through a great 
number oT hinds being thrown out of employment They urge the desirability 
*of continuiiig contracts on a gradually reducing scale, rather than irapo:>ing 
an •abrupt termination, wnerever this can be done without serious economic 
objectKjn We understaijid that steps have tften takei> to encourage manu- 
facturers to undertake commercial cont/arts a'i quickly ate possible, and we 
think that, wherever possible, steps should also be taken t^ secure in advance 
adequate supi^ies of raw material for essential industries, cither by immediate 
purchase by forward contr*icts * • 

16 As question of providing assistance for the reconstitution of the 
small one-ia.i«j businesses is, we understand, under consideration by the 
Civil Liabilities Demobili/alion* Committee, and the questiorf of providing 
financial assistance for houHng by the Housing (Financial Assistance) Com- 
mittee, we consider these questions arc outside the scope of our enquiry, and 
also that ^he qiuistipn of providyig financial assistance for the acquisitnm of 
land and the promotion of agriculture does not come withfti our terms of 
reference * 


PART II 

THE PROVISION OF FINANCIAL FACILITIES 
’ The Credit System Before the War 
17. To arnve at a correct understanding of the financial position after 
the war, it is necessary to describe, very briefly, the credit system before the 
war, and the changes which have occurred during the intervening period. 
In normal times, the nece'isity for maintaining aq effective gold standard 
acted^as an automatic check upon the undue expansion of credit. As the 
baliiicc of indebtedness of this country with foreign countries became 
unfavourable and the exchanges moved against us. it became ^rofitabl^to 
export gold to meet foreign claims This export causea a gradual shrinkage 
in the available supplies, and the consequent reduction in the Bank of 

f ngland ratio of reserve to liabilities, and so necessitcAcd a rise in the 
ank Rate, which, in tilrn, caused a general nse in interest r|,tes. This nse 
in inter«st r^es had a two-fold effect In the first place, it attracted gold 
to tAis country and induced gold which otherwise would have been exported 
to rmnain, and, secondly, it induced people to pay off fcoans, and discouraged 
.new loans bein^ sought foi and created, jif xhe dram of gold was severe# 
money became • tight,” amV ih became difficult to renew existing loans , this 
caused the sale of goods and prodiiCe upon which the loafis were secured, and 
so bro^gLt about a fall yi prices^which^ encouraged exports and discouragea 
imports, and so gradually adjusted "thf^situation. 
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18. But, apart from the extefnal or mternati )#ial aspect, the internal cur- 

rency also consisted? of gold (or notes secured upon gold) whicW tvas Lhei'::nly 
legal tender for the settlement of debts It is tru^ that golc^was unnecess*’ary 
for the settlemerft of commercial transactions, and that the majonty of these 
transactions were settled by cheques, ^ut every depositor/^ with money 
lying to his credit at his bank on current account, besides the right of trans- 
ferring the amount by cheque, had also the nght, fit any time, to withdrav' 
the whole or any portion of the amount in gold As thli manufacture of' 
Banking Credit by the process of granting loans also involve* a correspoCiding 
increase in the deposit liaVilities, the amount of additional loan4 which it 
was safe to grant had to bear a relation to the supply of, and possible demand 
for, gold’' ' *. 

19. There was also the further check that whilst a great expansion of credits 

caused an increased activity in trade it also caused a rise in the pnee of 
commodities, owing to the increased competitive demand due to the qrcatioru 
of additional purchasing power ; this in turn caused a rise in, wages, Cnd so, 
in one way or another, <, brouglit about an increaced demand for gold for 
currency purposes, wh^ch resulted in a larger amount remaii.ing irf circulad;ion 
with a consequent reduction in the reserves This set of C’rci instances 
thus acted in the same manner & an adverse .^oreign exchange, and brought 
into play the same remeckal measures ' ‘ 

20 It \vill be seeq, therefon', that the gold standard* not only maintained 
the whole financuil structure in a s.tate of equilibrium, but through finance, 
it exerted a powerful influerlce upon, and kept the general level of dome^Vic 
pnees in equilibri'ain with gold or world prices It acted as a wholesome 
restraint upon overtrading, and qften adjusted situations wRic|^, had they 
remained unchecked, might have developed iiito severe commercial crises. 

^ The PosyiioN To-Day » 

21. Owing to the war, the conditions prevailing to-day are entirely different 
There is no iree international market in gold, the natural operation of the 
foreign exchanges has been mteVrupted, and the internal gold circulation 
has Deen replaced by a Currency Note issute There is rfo legal liAiit to the 
amount of Currency Notes which may be issued, and there is, therefore, 
no automatic check ppon the expansion of credit 

22. The total deposits of the Banks of the United Kingdom^ (other than thf 
Bank of England), , which amounted on the vSlst December, 1913, to 
;^1, 070, 000,000, are now approaching ;^2,000, 000,000 These figures are 
an indication of the very great expansion of credit which has'‘taken place up 
to the present time, and which still rem^ms unchecked The enormously 
increased purchasing power thus created has, in our opinion, been one of 
the main factors contnbutmg to the rise in prices which has taken place. 

The Position Afier the 'vVar 

23. ^The financial situation during the Reconstruction period vrill be 
in|fluenced profoundly by the prevailing financial conditions at the terminifcion 
of the war' Having regard to the fact that the very great expansion m 
credits which has taken place during the war, will probably persist for a 
con^derable period after its termination, we are unanimously of opmbn that, 
if the reconstitution of Industry and Commerce is to b<* achieved, on permanent*" 
and sound economic lines, some restriction must be imposed, at as early a date 
as popible, Upon the creation of additional credit by the restl^ratibn of an 
effective gold standard. To attempt to rebuild Industry by means ‘df a 
further indiscnmmate expansion of credit, , would not only endangeu our 

‘position as the financial centre qf’-the world, but ■\^ould inevitably lead before^ 
long to grave disaster. , ' ' ‘ 

24. For this reason we think that State \)orrowing should cease as soon as 
possible after the conclusion of the war. ^ it must be borne in mind that new 
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Commercial Capital issuer have been largely in abeyance since the com- 
mcnceipent the war, and mat, consequenfty, there will be a great demand 
frciSffi Trade and Industry»for additional capital State *borro wing can only 
be undertaken ifi competition with these demands We a^e also of opinion 
that any G<*vernment guarantee to bankers to enable them to provide, by 
means of crcAt, for fixed capital rtcpenditure necessary for the reconstitution 
of industry, is undesirajple as being likely to cause a further expansion of 
^cred^ togeirA- with an additional rise in prices 

25^ On the contrary, wS believe that the restoration of sound financial 
<nethods will ne^ssitate the institution, at an earl^ date, of^measures to reduce 
gradually the undesirable credit inflation arising out of the present enormous 
volume of short-dated Government debt, and that it wiM be necessary for 
tlfe State to undertake funding operations for this purpose 

26 The objects to be aimed at m order tfi achieve the reconstitution of 
Industry on sound financial and^ economic hues may be summanzed briefly 

•as folljjws — 

(1) To re-establish a#*sound financial basis by jpieans of an effective gold 

skindardi; « « • 

(2) (^leck any undue expansion of credit whicfi can only be reflected 

, by a further nse in prices ; , • 

(3) To^take steps to r|^duce to more normal [iroportions the inflation of 

credit due to the war. # 

^ * Banking Facilitiei 

27 By Banking Facilities we mean the normal requirements for carrying 

on the ordinary business of the country which assumes the granting of loans 
which do n constitute a lock*up of iunds*such as would impair the liquidity 
of the resoi’r< es of tlfe banks • 

28 In ordcr*to obtain from bankers themselves an opinion a‘=*to the ability 
of the banks to meet these detnands, a meeting df representatives of the 
London Clearing Banks was*held on 20th June, 1918, under tffe auspices of 
our Chairman, at which the representativc^f the Country Bankers’ Associa- 
tion and cihers w%r(#also present* This meeting was unanin^ously of opi?lion 
that the banks would be able to provicje all the facilities of this character 
required by trade and industry during the transition period In aiXlition 
to this, banking witne|ses have given evidence before us, and we have also 
e*xaniined evidAice given by similar wntnesscs before the Committee on 
Financial Risks attaching to the holding of ‘Trading Stocks. From the 
evidence thus submitted to us, we arc of opinion that, so far as demands 
of this character are concerned, the situation may be left safely in the hands 
of the banks 

Extended Credit Facilities 

29. By Extended Credit iFacilities we mean loan» involving a lock-up of 
funds ^or a more or less extended period and secured upon assets not readily 
realwable, incl tiding loans required for giving “ long trading credit, eitl^r 
at home or abroad, and loans secured against capital gqpds whick are either 
dependent upon future profits for repayment, or will be replaced ultimately 
by an ’fsue of new capital. The provision of adequate facilities of ^this 
character, if the demand be upon a great scale, which m ftiany quarters is 
thought will be the case,* presents one of the chief difficulties ftith which we 
•have to deal. / It is clear that the banks, as at present constituttd, however 
willing they may be, will only be able to assist in a limited degree, owihg to 
the necessity for keeping a large proportion of t]jeir fun?ls in a liquid state. 

^ 30 We have already stated (pa^rs 5-9) that, in our judgment, the character • 
of the demand k)r assistance durii^ the Reconstruction penod will differ 
from that of normal times. This •difference is likely to oe of a temporary* 
nature • fo meet these d^ands, ar^ of opinion that, in the first ijlace. 
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the banks will, for the time bein^. have to dcpart^ir, a measure from traditional 
customs when judging the character of the nsk involved It w],U.be necessary 
to exercise discretion upon rather broader lines.' And secondly, to erfi‘'bl^ 
them to do this tath greater safety and confidence, we are strongly of opinion 
that a substantial increase in their paid-up capital is desirable^ ■ Apart from 
the necessity for being in the strongest possible position to meet the demands 
winch we have foreshadowed, such a measure is in opr opinion also necessary, 
to enable the banks to grant the extended credit ^nd general y Vvller facilities;, 
winch ^vlll be required m the future, if trade and industry is be in a position 
to compete succes?fully with the foreigner. Moreover, in view of the decline 
in recent years of the ratio of paid-up capital and reserves to deposit liabilities, 
an increase is eminently desirable From the evidence which has been placed 
before us, and from the trend of rei^ent events in the banking world, we believe 
that bankers themselves are, generally speaking, agreed upon the desirability 
of this increase We recommend, therefore, that every facility should be 
given by the Government to enable the issue, at the earliest possible rt^-pment/* 
of any new share capital„which may be foungl necq^isary. 

31 During the pengd immediately following the, war it i^,essen|;al that the 
available supply of capital and credit should be devoted in the fir^t place to 
the assistance of the most urgent national nc(jds for production, and, whilst 
it will be necessary for tfce banks to take a liberal view of the . equests foi* 
loans, we tlunk that, in ordpr to check any outburst of speculation and 
prevent the inception of enterpnses of an unessential character, it \>ill also 
be necessary to exercise sotne discretion as to the purpose for which /;he 
money is required The rationing of the available supplies of raw material, 
if it be found necessary, will furnish a rqqasure of guidancg in this connection. 

32 To enable the banks to do more in the dnection of granting‘iong trading 
credits, we are also of opinion thrt it is desirable that' bankers should make 
more widely known their willingness to accept deposits for long periods, at 
fixed rates of interest We believe that, if they were encouraged to do so, 
a number of depositors would be willing to depo'sit their money at fixed rates 
of Interest, for periods of from Ouc to five years, without the right of with- 
drawal The removal of the liability to withdrawal wtul'i thus,,enablc the 
banks to grant loans for longer per\ods 

33 In the foregoijjg paragraphs we have recommended the only practical 
remedies which appear to us to be possible at the present time. It must, 
however, be borne in mind that the efficient organization of tr?:de and industi'^ 
on up-to-date lines is, in itsell, an important factor when considering financial 
assistance. We welcome, therefore, the policy of trade organization and 
co-operation which has recently become, mamfest, as furnishing greater 
financial security, and a sounder basis for the granting of credit facilities. 

A well balanced capital account without an undue proportion of debenture 
debt compared with the share capital is also of the greatest importance when 
consijdenng long credit*# It is obvious that a Bank cannot be expected to 
take the nsk of advancing money for long periods in cases where 1j|ierc is 
already a pnor lien upon the assets in the form of a large debenture issqv 

The pnifcipal mavufactunng establishments of tins country (although their 
capitals arc small compared with those of Germany and the United States) 
aretffiow organized on a joint stock basis, and have access through their 
shareholders fwlio, m individual cases, number many thousands) to the source 
from which new capital can be obtained The war has placed them, generallV 
speaking, ill a position where issues of new capital are hkJy to be well'* 
responded to ; and we suggest that they should, by increasing their capitals — • 
thereby increasing tlieir avajjable resources not only by the increased capital 
itself but also by the improve(J fr:redit facilities which it will enable them to 
command — put tljemselves in a stronger position to mert the hoped for 
' extension of production, to carry stocks i.broad, to furnish longer credits to 
thciiu customers where necessary ai^d advisable, gnd to take a pai;J^^ m the 
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financing of large con tracts Av Inch they maf obtain for their manufactuies, 
eit^ r ^itliifitthe Empire yr eEcwhere • 

• Additional capital so raised would also enable leading concerns to develop 
new lines of enterprise, more or less allied to their existing business, with much 
less risk aiicf%norc prospect of ultii 2 ;iate success than by the formation of new 
and independent concerns 

• If a por^o® of any sflch issue of shan's of a preferential cliaractcr, and 
•giving a good return in diviilends, were reseivcd for their w'orkpeople, it would 

matt^ially assistifinancially and in other equally important directions 
^ 34 In fair opinion, institutions are necessary fo piovid^ additional assist- 
ance for trade and industry by developing similar f<ieihti*is to thc^se which 
hewe been provided by the German banks In this connection we have to 
notice the formation of the British TrdWe ♦'orporation This institution 
was formed as a result of the deliberations of the Committee appointed by 
^he Bo^ydof Trade to investigate fhequcstion of Financial Facilities for Trade 
Its coiiUtitutioi^ and functiAms wc^n; laid down by the Committee as follows — 

(1) It should have a* capital of /1 0,000,000 ^"he first issue should be 
fi^im ^2,fl00f0()f) to ,^5,^00,000, upon which, in that first instance, only a 
small amoi^iit should be paid up, but whidi should all be called up witlnn 

• a reasonable time A further issue should oe made afterwards, if possible, 

jaj a prcifiium • 

(2) , It should nof acc(‘pt deposits at call if short notice 

(3) It should only opTn current accounts fc^ parties ^ho arc proposing 
§.) make use of the overseas facilities which it would af^^ord 

(4) It should have <i I'Vueigii Exchange Department where special 
faeihties mi^it be afforded fisi deviling with bills in foreign currency 

(5) It mould ope* a ('redit Department for the issue of ciedits to parties 

at home a'el abioad ^ 

(d) ft shoflld enter into b»nlang agency airaBgements with existing 
Colonial or Bntish-foreign^banks wherever tlu'V could be concluded upon 
reasonable tiTiiis, and when* such arrangements were made, it should 
undeitake not ty set up lor a ^peLlfled peiiod its own branches or agencies 
It shoulif have pmver to set branches or agencies wh^re no Bntish- 
foreigii b.ink of importance exists • • 

(7) It should inaugurate an Information Biueau • 

, (H) ft slionl^ endeaA'our not to interfere in any business for which ex’Stmg 

banks and banking houses now provide facilities, .-fuel it should try to 
piomole woikmg transactions on joint account with other banks, and 
should invite fither banks to submit to it new transactions which, owing 
to length of time, magnitude, cm other leasoiis they aie not prepared to 
undertake alone 

(9) Where desirable, it should co-operate with the merchant and 
inanuf.icturcr, and possibly accept risks upon joinJ account 

(10) It should become a centre for syndicate ojicrations, availing Asclf 
of till! special knowledge which it will possess through its Information 
Ihi^du 

35 Wc have had the advantage of an inlervicw witlT Lord Earingdon, 

( hairman of the abovc-mentioiUHl Committee, and now Governor of the 
Entish 4’fade Corporation T.ord Earingdon explained the work which wll 
bc^uiidertakcii, and gave us particulars of some of the plans whi^i have been 
kiid down for the future The Corporation was designed to fill a^ap in the 
iinancial ntaclyftcry of this country and to supply needs which have long l^en 
felt bf trade and industry Apart from the assistance which it will be able 
to reniler in connection with overseas contracTs, fhe development of existing * 
markets, and the securing of*ijpv^ ones, its splw're of usefulness is large, and 
one of great impoPtance to the development of trade and Adiistry. 

Biit,\as 4he business which the Corporation was formed to undertake 
exists to^ay only to a hmi«;d cxtent,«0A^;jrtg to the restnction^mjoscd upon 

^8— (172a) * ^ 
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trade m consequence of the waf, it is difficult (ov us to estimate cither the 
volume of demands which will be made upon it, or its competency tju meet 
them in their entirety. Obviously its power to dj so will be limited by^Jhe^ 
means now at its disposal and by its ability to raise additional capital. 
Additional institutions of this character may be required m the. future The 
Corporation has, however, not yet had adeqtiate opportunity for aemonstratmg 
its usefulness, which we believe will be great, and is not yet firmly established 
as an integral part of our financial machinery ^ « * n * ^ 

36. Several suggestions have been laid before us for the formation of '|radc 
Banks or Co-operartive Credit Associations of other types than thoec already 
referred to, but after careful consideration of all the circumstances we have 
come to the conclusion that it will be better to utilize the machinery already 
available rather than to create, nouf, to meet a set of unknown circu ms lands , 
new types of institutions. 

New Issuer 


37. We have already alluded to the fact that pommcrcicd issues V^if new*^ 
capital having been largA'y in abeyance smeedhe ci/mmencement of the war, 
it IS reasonable to cxpi'ct a very large number of appeals for iifw capital,# and 
that if the State is also under the necessity of borrowing, it will crpatg a further 
element of competition which is 1l\kely to force rip money rates to a high Icvcl^ 
But it IS also most esscntiHl for the future prosperity of this country that the 
available supply of capital shotld flow, in the first place, to essential industhes, 
and not to the su^>port of cijterpnses of a speculative or unessential character. 
The increased co§t of living and high taxation will induce many peoplado 
seek a high return on their capital with less consideration for safety, and will, 
consequently, encourage the issve ofr entcrpiiscs of the lafttcr character 
Whilst we arc in favour of an early removal of all measures of ^tatc control 
of finance and industry alike, at tlVe^samc time we are of opinion that it will bo 
advisable to%aintain, aifter the war, some control over new issues, at any rate 
until such tMie as State borrowing in connection with the war is completed 

For those reasons wc arc also, of opinion that it will be necessary for the 
same period to exercise, as far as possible, suiier vision over the export of 
capital, and tfic objects for which such ‘ export may' bfi desirrl Apart, 
however, from control of new issues during the reconstruction period, we are 
of opinion it is most desirable that, if possible, permanent measures should 
be taken to prevent, or make more difficult, the promotion and issue of 
unsound proposition'. Consideration of the subject in this wider aspect 
does not come within the scope of our inquiry, but we think it might be 
possible to strengthen the Companies Acts so as to achieve this purpose, and 
we hope that this may be carried out, * 

38. We are impressed by the enormous potential increase m the number of 

small investors, which is shown by the figures published by the National 
War Savings Committee The continuance on ,the part of the people of this 
coulktry of the habit of investing their savings constitutes a most important 
factor in the provision of the capital necessary for the rapid je-convQ’-sion of 
trade andr industry. • 

The destruction 6^ capital during the war can only be made good by genuine 
saving. An increase m the habit of saving on the part of the community in 
general means i n increase in the real capital wealth of the country, which is 
bound to bqiefit trade and industry. , ^ 

It is imjoossiblc to over-estimate the value of the work done by the National 
Wafr Savings Association throughout the country in encou^ging habits ot- 
thnft and econom} Government securities furnish by far the bei.t and 
safest medium for the inve^.ment of small ^iims of money, and we are glad to 
notice that steps are to be taken* by means of Savings Associations, to contin^,;e 
the policy which ♦has proved so success,^ul cfurHig the war.* 

39. The provision of the capital requiifed for the re-conversion (jf trade and 
incSisJry is dqoendent largely upon the laachinei^ for promoting eiW-crprises, 
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and offering for public subsJij^ition new issue® of capital which will be required 
by^mtncrclcd and industrial concerns In Germany, tlu# great banks under- 
•todk a large ampunt of tliis class of business , they were jvillmg to take a 
hand in any promising industrial enterprise, and furnish money at an early 
stage m its * |ireer, ultimately, if concern proved successful, themselves 
making the issue to the public For this purpose, and in order to spread the 
),isk during tli« initiatoiy^tages, they surrounded themselves with a secondary 
•';rou^ of uiaustri5,l banks, syndicates, etc , who participated with them in the 
busiiAiss Thera# were many advantages in this system In the first place, a 
riianncl v^as provided through which the business could flow, and, secondly, 
tlie customer of the bank was able, through the branch oI his own bank, to 
oW,ain an opinion upon any enterprise, or contemplated extension to his 
works oi business, without having to go fiAthjr afield, and this, too, with the 
additional knowledge that if his project was a sound one, he would receive 
yiheir a'',sistanco m raising the neebssary capital 

40 A second impoitai\t point is that the German method furnished a 
greater degiee of protectAui to*the investor, as the#banks were in a measure 
rcsjfhnsiblc^fotf tlfe bond j^des and sound character of ^he proposition. This 
led to a nJoroicareful examination of the prospects, and ensured that enterpnses 
were not offered for public sulr^cription iiiitif they were more or less found to 
bq ‘jucccssfill as going concerns Iherc is also the further substantial advan- 
tage tlyit the bank was able to maintain a ntcasure of. control through the 
banking account of the bflsmess, and thus was ^blc to pre%^ent over-trading, 
anfl ensure that the business was conducted on sound lines 

41. We do not suggest that the deposit banks in this country should adopt 
the Germanpii(5thod of conducing tliA class of business We believe that the 
machinerv , to which d^he British Trade ('orporation should form a valuable 
addition, i dready in existence It con^iUs of a group of financial houses, 
comprising MvSsthient tiust corspanies, well-known issuing houses, meichant 
bankers, and othcis Thcre.*will be many openings m this country, after the 
war, for the remunerative employment r^f cajiital We think that it i^ 
within the power^ of this important group, without neglecting enterprises 
atwoad wWch would'be likely to be advantageous to trade, t^) render fuither 
assistance, by identifying themselves with productive mdustnes m this 
country and rendering financial support in the earlier sf#iges of development, 
uitimately undiytakinpj the placing of the issue of new capital with the 
investor • • 

42 The institution of a system of working arrangements between the 
members of this group and the various Joint Stock Banks would, wc think, 
be of great assistance It would iorm a well-dehned channel through which 
the business could flow and would combine, on the one hand, the knowledge 
gamed by the bank of the past history, integrity, and ability of the customer, 
and, on the other hand, the.financial knowledge and^ experience of the trust 
company or issuing house And further, if means can be devised by i#hich 
the baifics can ugidcrtake some responsibility for the bnmi fides, not necessarily 
tke fStuie success, of the undertakings on behalf of which they agr^e to accc^H 
subscriptions, it will add a very considerable measure flf protection to the 
investor. 

•# 

^ , State Aid 

o 43. We^hav^ considered carefully the necessity for State aid,# more par- 
ticularly as aiifSplied to banking. We have discussed schemes for the issite of 
indu^rial securities, guaranteed by the Government wholly or partially, as 
to int&rest only Pfid as to br)|/;h principal and interest, and also the possibilitv 
M making direct^ advances t^ individual firfns We have already stated 
(par. 24) that we do not recommend any assistance to 'bankers ; and in # 
paragraph !4 we have discussed the difficulty of granting such aid to individual 
firms, speaking generally,* State a^c^ b^^'means of advances^implies^also a 
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measure of vSl.He control l-roi the evidence ^bat has been placed before 
us, we believe that '.Vianufacturers and traders are unanMnousl)- hi fa'/ou^^of 
the removal of all State control of industry at as early a date as possible • 
This being the case, it is clear that applications for assistance by means of 
a loan from Government would only be made after refusal m o^ftcr quarters 
Obviously, the majoiity of applications Mould, therefore, be an invitation 
fur the State to step iii where experts had already refused, and -would hardly, 
form suitable investments for public funds » 

44 We think, however, that cases of hardship may arise, r~ore particularly 

in connection with'firms wlto have undertaken, under considerabli^ pressurfe 
from the Goveinnvnit, the manufacture of munitions of war This hardship 
IS likely to be aLceiituatcd m cases where a great change in plant or the 
budding of large extensions ha» bevn necess.iiy. It is possible that, in many 
cases, owing to high taxation and other causes, the full significance of the 
change and the expenditure necessary for re-convcisioii of plant and machinery , 
has not been re.ilized by the manufacturers m question, ucluated ac they 
may have been by patndcic motives or uiidiv pre':foure from a Government 
Department We thinb (hat it is only just that the GovernmcvMt 'Should 'give 
sympathiTic consideration m all such cases We do not think it u possible 
to design any scheme for dcaling’with them on general lines, either by means 
of loans or otherwise ’ , 

45 We understand, howevel, that individual cases abcady receive sympa- 

thetic treatment ai-the hand‘?,of the Jh^partments , i3ut we are of opinion that 
it would facilitate the investigation of them, and create an additional misasilre 
of confidence, if a small Committee we’e formed, consisting of Government 
officials and business men in leaiUug iiKluslnes, either to consider them in 
the first instance, or to act as a Tribunal, to' which aopeal could be made 
when the applicant considered that he had not received adequate consideration 
at the hands of the Slaty a ' * 

46 Circu instances may arise in (onmctioii with certain key industries, 

which will necessitate the giantin^j' ol State financial assistance m some form 
or r.nothcr Tt may be that the issue of securities with some form of a 
Ciovernnient guc«r intee will be found to be trie best means'^ol raisingifhe neces- 
sary capital 111 cases of this character , but we do not think this method could 
be adopted with adv ntage as a means of assisting the ordinary commercial 
and manufacturing enterprises m this country * 

47 It has been urg ‘d upop ns that the present high rate of J^hxccss Piofits 
Duty has prevented the formation of adequate reserves, and has resulted in 
many cases in the depletion of the liquid resources necesiary to furnish 
working capital and provide for re-cor version exjienditiire during the 
Reconstruction period Whilst this subject is under more intimate con- 
sideration by the Committee on Financial Risks attaching to the holding of 
Trading Stocks, we arc of opinion that it would be of great assistance to 
manwiacturers and others, who find themselves in this position, if arrange- 
ments can be made by which a portion of the tax can be retained for a^penod 
irt the forrrjjof a loan The rate of interest to be charged, and the terms and 
conditions upon wltich it is granted, whilst not of a penal character, such 
as might render the concession useless, should be so framed as to secure early 
rcp5,yment, protfct the Government from loss, and prevent appho-*tions of 
a frivolous nature 


SUMMARY 
•» Part I ^ 

48. Our recommendations aiiU mam conclusiqns may be summarized briefly 
^ us follows — ^ ' 

Tl^ere will be an increased demand for credit facilities during Hie Recon- 
struction pcrio^. The character of^Uie’ dbmand \^ill also differ fronl-'that of 
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normal times m that it wilf ^/insist of a greater demand for loans secured upon 
cagjtaPgoocfsicompared with loans secured upon consumaLie goods (Pars 5-9 ) 

• The ability o^tradc ancTindustry generally to provide for ^ts financial needs 
will depend largely upon the amount of reserves it has been possible to 
accumulate* I There are thiee m.yLn divisions under this head — 

(a) Firms who have been engaged upon war work from a date soon after 
the com^r^icement of the war 

•(6) Firms becameiengaged upon war work at a later penod of the war, 
•(0 New films created as a result of the enormously increased demand for 
war material of all descriptions • * 

We anticipate the chief hnamial difficulties will be m (gjiinection with the 
tliiid group. (Pars. 10 14 ) * 

Uncertainty being the greatest deterrc*it io Industry and Finance alike, 
it IS important that the Government should pronounce their futuie policy 
^witli regard to — • 

{(^ The tytiire fiscal. policy of this country. 

(b) The rationing o^ raw •materials and prioAiy of essential industries 

a'hd urgfint#re«!^uiremeifts , • 

(c) The*break clause in connection with the teimmatioii of contracts for 

V, munitions of war , • * 

{(i) Tlfe disposal of SAite owned factoiies anci^surplus stores (Par 15) 

^ Part* 11 

In paragraphs 17-25 we discuss the Credit System To achieve the recon- 
stitution of^tiide and industry’ on s«und financial and economic lines it will 
be* necess. -y — • 

(a) Tc e establish a sound financial basis by means of an effective 
gold standafcl ' • » * 

(&) To check any undii<| expansion of credit, which can oiaiy be reflected 
by a fuither rise m prices , ^ 

{c) To take stciis to reduce to more normal proportions the mflaticii of 
♦credit dtic to tlio* war (Par ) • 

The banks will be in a position to meet demands for ordinary blinking 
facilities (Pars, 27-28 ) • 

, Theie will bc^some iifficiilty in providing all the extended cicdit facilities 
which may bo required (Par 29 ) • • 

to meet this difficulty we recommend - 
(a) An inci'tease in the capit.d of the banks (Par 80 ) 

(5) The acceptance by the b»iiks of deposits for longer periods at fixed 
rates of interest (Par 32 ) 

(r) The strengthening of industrial concerns by mcTcase of slinre capital 
(J’ar 33) 

(rf) In paragraphs 34-35 we discuss the foimation of the Pritish Yradc 
(kiriffiratioii, .which we believe will be ot great assistance to tiade and 
iiiifustry. Additional institutions of a similar cdiarac lor may l^p necess.ffy 
111 the future * 

It will be necessary, when dcvding with applications for loans, for the 
banks tt.Pexercibe discretion on broad lines when judging thc^charactc-r or the 
rysk, but it will also be netessary, in order to check the luceptionaif^peculative 
^enterprises of an unessential character, to exercise some chscnmigation as to 
the purpeJsc which the money is required (P.irs 30 -31 ) • 

In ^rder that enterprises ot national impoi tance inc^ have the first call 
upon •the available supply oj caj^tal, it is desua%le to maintain, for a period • 
4fler the war, supervision ovyr^new issues ?uid over the export of capital 
(Par. 37.) * ^ ^ 

To provide capital necessary lor re-coiiversion, it is important that the < 
habit of*saving should be%ncoura^e4. ,Jf*Far, 38) * 
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It IS clesirdbie to improve tht machinery loi^Clic promotion and issue of 
commercial and mflubtrial enterprises We recopimend for tlhs puV-pos^- — 

(а) Workmgf arrangements between the banks and th^' large finan^al • 
group comprismg'the investment trust companies, issuing houses, etc ; and 

(б) It will also furmsh greater piotectvon to the investor if Vie banks can 

undertake some responsibility for the bona fides of undertakmgs bn behalf 
of which they agree to accept subscriptions. (Pat’S 39-42 ) • , ’ 

In paragraphs 43 47 we discuss the question* of State aid to industry * 

We recommend— , 

(a) The formation of a 'Committee to deal with cases of hardship arising 
out of pontract^ for munitions (par. 45) ; and 

(b) It would be of assistance to manufacturers and others if arrange- 
ments can be made by which abortion of the Excess Profits Duty can be 
retained for a period in the form of a loan. (Par. 47 ) 

49. We desire to place upon record our d6ep sense of the obligation we are.; 
under to our Secretary, Mr. R C. Smallwood, for his assistance in obtaining 
evidence and in the preparation of our Report '' 

We have the honour to be, 

My Lords and Sir, 

YoVir obedient Servants, 

(Signed) R V. V assar-Smith (C^/iairmawl 
John BRADh’uRV 
Alan IT L Chorlton 
Edward B Fielden 
Algernon F Firih 
Robert Fleming " , 

Arthur C rD. Gairdner 
F C Goodenough 
K C Hambro 

" Alexander Roger 

)oTiN Sampson 

i A W Tait. 

R. C. SmallwAod (Secretary) 

* 21 si November, 1918 


APPENDIX X 

FIRST INTERIM REPORT OF THE ^COMMITTEE ON CURRENCY 
AND FOREIGN EXCHANGES AFTER THE WAR 

t, TERMS OF APPOINTMENT 

The Lords Commissioners of His Majesty's Treasury and the Minis|pr of 
ReconstrucTion have appointed a Committee to consider the various problems 
which will arise in connection with currency and the foreign exchanges 
du^ng the period of reconstruction and rejiort upon the steps rer^uired to 
bung about thd' restoration of normal conditions in due course 
llie constflution of the Committee will be as follows— 

Lord Cunliffe, G B E , Governor of the Bank of Engl nd, Chairman % 

Sir Charles Addis, Hong-Kong and Shanghai Banking Corpoiat’on 

The Hon Rup'ert Beckett, Beckett and Company 

Sir John Bradbury, K.C B , Secretary tc the Treasiry 

G C Cassels, Esq , Bank of Montreat 

Gaspard Farrer, Esq , Baring and Company 

The Hon Herbert Gibbs, Antony Gibbs ^jid Sons * 

W H N Goschen, Esq , ChaiVnaVi of the Clearing Bankers' Committee. 
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Lord Inchcape of 5>^athnaver, GC.M.G , K C S I., K C I.E. 

!<• W.*^EANS, , Bank of Australasia 

A C PiGOul Esq , "M A , Professor of Political Economy, Cambridge 
University. • 

G F i^-jEWART, Esq , D L , F S I , Ex-Governor of the Bank of Ireland. 

WiALiAM Wallace, Esq , Rftyal Bank of Scotland. 

Mr. C UPCoiT,*of the Treasury and Ministry of Reconstruction, will 
act as* Sccretary^to the Committee. 
mrnjuniiayyf 1918.* 

The following words were subsequently added to the Terips of Reference — 

* “ and to consider the working of the Bank Act, 1844, and the constitution 
and functions of the Bank of Englana*with a view to recommending any 
alterations which may appeaj: to them to be necessary or desirable " 

Jo the Lords *Commisstmers His Majesty's Treasury and the Minister 
'* of ^er^n ttruction • 

• • Introduction 

^ My Lorl^^ and Sir, • ^ 

• We have the Jjionouf to present herewith art interim Report on certain 
of thj matters referred 1|p us in January last* In thiStReport we attempt to 
^idicate^the broad hues on which we ^hmk t^e senous*t:urrency difficulties 
which will confront this country at the end of the war should be dealt with 
The difficulties which will arise in connection with the* Foreign Exchanges 
will be n<«less grfvve, but w^ do nftt think that any recommendations as to 
the emcigency exp«jdients which may h<ive to be adopted m the penod 
immediai ‘'.v dojlowmg the conclusions peace can usefully be made until 
the end ot tne war is clearly* in sight and a more definite bpinion can bo 
formed as to the conditions which will then prevail. We propose also to 
deal in a later Report with questions affecting the constitution and manage- 
ment of ^ the P^in^ of England, and with the applicability of the r^com- 
^nendations contained m this l^eport to Scotland and Iretend, in regard to 
which we have not yet taken evidence We have therefore confined our 
inquiry for the present to the broad pnnciples up#n which the currency 

• should be regulated • We have had the advantage of consultation with the 
Bank of England, and have taken oral cvidotice fr(?m various banlang and 
financial experts, representatives of certain Chambers of Commerce and 
others who Kave particularly inteiested themselves in these matters We 
have also had written evidence ffom certain other representatives of commerce 
and industry. Our conclusions upon the subjects dealt with in this Report 
are unanimous, and we cannot too strongly emphasize our opinion that 
the application, at the eavliest possible date, of th<^ mam principles on which 
they are based is of vital necessity to the financial stability and we^l being 
oLtlSe country. Nothing can contribute more to a speedy recovery from the 
effects of the war, and to the rehabilitation of the foreign exchanges, ^han 
the re-establishment of the currency upon a sound bftsis. Indeed, a sound 
system of currency will, as is shown in paragraphs 4 and 5, in itself secure 
equilibnum m those exchanges, and render unnecessary tfee contmueoPresort 
^ to the emergency expedients to which we have referred *\\^ should add 
that in our /nquiry we have had in view the conditions whfch are likely to 
prevail dvwmg the ten years immediately following the end of the war, and 
we think that the whole subject should be again wviewed not later than 
^th? end of th^t period. , • ^ • 

• The CuRR^NtY System Before the JVar. 

2 Under the Bank Charter A“ct of 1844, apart from the fiduciary issuei^f 
the Bank of England Jnd the injtes Scottish and Irish Banks oi Issu^l"* 
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(which were not actually legal tender), the currency in circulation and in 
Bank reserves consisted before the war entirely gold and subsidiary com 
or of notes representing gold Gold was freely coined by the I^int withdnt 
any charge There were no restrictions upon the import of gold Sovereigns 
were freely given by the Bank in exchange for notes at par value, and there 
were no obstacles to thev export of gold •’Apart from the prc''/l.ntarion for 
minting of gold already in use in the arts (which under normal conditions did 
not take place) there was no means whereby the legal tender cdi rt ncy ci^uld 
be increased except the importation of gold from Ubroad to form the leasts 
of an increase m the note isi^uc of the Bank of Kngland or ^o be p-esented* 
to the Mint for coinage, and no means whereby it could be diminished (apar'^ 
from the normal demand for the arts, amounting to .dioiit ^2,000,000 a yea^ 
which was only partly taken out of the currency supply) except the export 
of bullion or sovereigns ' 

3 Since the passing of the Act of 1844 there has been a great development 
( f the cheque system The essence of that system is that purchasing |Sower 
IS largely in the form of bank deposits operated upoh by cheque', legal tender 
money being leqiured only Tor the purpose of the reserves held by Ahe bapks 
against those deposits And for actual public circulation m connection with 
the payment of wages and retail transactions The provisions oi the Act of 
1844 as applied to that syi^tem have operated botj^i to correct unf ivoiirable 
exchanges and to check undue expansions of credit , 

4 When the exchanges were favourable, gold, llowed fieely iiBu this 

country and an mcfl-ase of logd tender money accompanied the dev( lopmeiB 
of trade Wlien the balance of trade was unfavourable and the exchanges 
were adverse, it became profitable to export gold The wouU'-be exporter 
bought his gold from the Bank of icngland and* paid for d by a'^he(|ue on 
his account I'lie Bank obtained +he gold from the l*?suc Dep.irlmeiit in 
exchange for notes taken out of its b.mkmg reseive, with th*^ result that its 
liabilities to depositors and its banking reserVe vveie reduced b) an equal 
amount, and whe ratio of reserve to liabilities Aionsccpieiitly fell. If the 
process was repeated suHiciently oft« i to reduce the ratio m a degree considered 
dangerous, the Bank raised its rate of discount The raivng of the, discount 
rate had the immediate effect of retaining money here which would otherwise 
have b en remitted abroad and of attracting remittances Ironi al ioad to 
take advantage of the higher rate, thus checking the outflow of gold and 
even reversing the stream • 

5 If the adverse conuition of the exchangi'S was due not merely to seasonal 

fluctuations, but to circumstances tending to cicate a permanently adverse 
trade balance, it is obvious that the procedure above described would not 
have been sufficient It would have resultea in the creation of a volume of 
short-dated indebtedness to foreign countries which would have been m the 
end disaslroiis to our credit and the position of London as the financial (.eiitre 
of the world I:{ut the ir^ismg of the Bank's discount rate and the steps 
taken co make it effective in the market necessarily led to a general rjse of 
interest rates and a restriction of credit New enterprise-' it-ere therefore 
postponed asd the demand for constructional matiTials and other capital 
goods was lessened. ' The consequent shukemiig of ('iiiploymcmt also dim- 
inished the demand for consumable goods, whil > holders of stocks com- 
modities earned Urgely with borrowed money, being confronted with an 
increase of interest charges, if not with actual diflictlUy m renewing loans/' 
and With the jirospcct of falling prices, tended to press their goings on a weak 
market The result was a decline m general prices m the hohie mavket 
which, by checking imports and stimulating exports, coriectcxl the adverse 
t-adc balance which was the jf>riniary cause of the difficulty^ ^ 

6. When apart from a foreign vlrain of gold, c\ edit at hom.'^ threatened to 
b/'come unduly exphuded, the old currency system tended to restrain the 
'•xpansmn and to prevent the consequent nsc iq rlomestic pnccs , which 
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ultimately causes such a ^rain The expansion of credit, by forcing up 
prices, v^volyes an ii^crcased'demand for legA tender currency both from the 
^bailks in ordA to ftiaintaiii their normal proportion of ca^h to liabilities and 
from the general*pubhc for the payment of wages and for ratail transactions 
In this case ^Iso the demand for such currency fell upon the reserves of the 
Bank of JpngJlind, and the Bank Was thereupon obhged to raise its rate of 
discount m order to present the fall in the proportion of that reserve to its 
Jl.ibil^tics dir Ac ‘^ime chain of consequences as we have just described followed 
and ^eculative trade activfty was similarly restrained There was therefore 
>idi autonmtic machinery by which the volume yf purclnv^mg power in this 
('O^intry was continuously adjusted to world prices of commodities in general 
Domestic prices were automatically regulated so as to •jircverit^excessive 
m^^orts , and the creation of banking credit was so controlled that banking 
could be safely permitted a fieedom froi^ lAate interference which would 
not have been possible under a ^,ess rigid currency system 
• 7 UAder these arrangements this country was provided with a complete 
and etfective gbld sian(l<Yd. 'J'he essence of such a standard is that noti's 
imis^ always stayd at absolute parity with gold coins of equivalent face 
value, and thal; both notes and gold coins stancl at absolute parity with gold 
bullion vVlPen these condition? are fulfill'd, th(‘ foreign exchange rates 
With all cokintries possessing an effective eokl st.^id.iid are maintained at 
oi* Within the gold s^iecie points 

• ^ • 

CH/ft^GKS WHICH HAVE AfFECI ED tllE Gc^D SrANlfi^RD DURING 

I HE War , 

8 It will bf* observed that the faU m v', number of the foreign exchanges 
below the kl export specie points which has taken jilace sinci* the eaily part 
of 1915^ n cot by itself a proof that thA gold standard has broken dowm 
or ceased to beVfTective During the pri^ent war tly" depredatA^ms of enemy 
submarines, high ficights, .'jnd the retusal of the Governmeyt to extend 
State insurance to gold cargoes have gnsatly increased the cost of sending 
gold abroad The actual export specie p^iiit has, thcicfore, moved a l^mg 
w^y from Its old*piA^ition In vtew of onr enormous dmmr^ds for imports, 
coupled with the cheik on our exports due to the war, it was natiiraj that 
our exchanges with neutrals should move towards tlu^ export specie pc'iint 
Consequently, the fall in the export specie point would by itself aecoimt for 
a l.irge fall in our exchange rates Such a fall ijiust Iirtve taken place m the 
circumstances, even though all the conditions of an effective gold standard 
had been fully ^naintained 

9 The course of the war has,*however, brought innnences into play in 
consequence of which the gold standard has ceased to be effective In view 
of the crisis which arose upon the outbieak of war it was consideied necessary, 
not merely to authorize the •^ispetision of the Act of 1844, but also to empower 
the Treasury to issue Currency Notes for one poimd'and for ten shillings as 
legal tender throughout the United Kingdom Under the powers given by 
the €urrency and Bank Notes Act, 1914, the Trea'#liy undertook to is«e 
such notes through the Bank of England to banki is, as»and when required, 
iq» to a maximum limit not exceeding for any bank '20 per cent of its liabilities 
on current and deposit accounts The amount of notes issi^'d to each Unnk 
vi^s to be treated as an advance bearing mlerest at the current Bank Rate 

10 It IS not likely that the internal demand for legal terWer currency 
*which w£te aji^icipated at the beginning of August, 1914, wou?d by jtsclf 

have •necessitated extensive recourse to these provisions But the credits 
crcat»i by the Bank of England yi favour of its depositors under the arrange- 
T^nts by which Ihe Bank uli^ertook to disclyint approved bills of exchange 

^ In the abnormal cfrcum'tanro^ at the outbreak of war the neutral cxchaTlges moved temporanl^ 
in onr favou» owing to the remittance home of liquid balances from foreign countries and the 
withdrawal iff foieign ci^pdits • - • 
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tind other measures taken aboiH the same tim<* for the protection of credit 
caused a large incf;ease m the deposits of the Hank ^'urther •'the need of 
the Government for funds wherewith to finance'' the war in excess of the* 
amounts raised fiv taxation and by loans from the public ha3 made necessary 
the creation of credits m their favour with the Bank of Bnglaiul Thus, the 
total amount of the' Bank’s deposits' increased from, d^iproMinately, 
/56,000,000 m July, 1914, to ;^273.00(),000 on the 28t’i July, 1915, and, though 
a considerable reduction has since been effected, they now |inth Ai’"ust)t 
stand as high as ;^1 7 1,870,000. The balances created by ihese oper.^tions 
passing by means of payments to contractors and others to the jGint Stoefk 
Banks have formed the foundation of a great growth of their deposits, which 
have also been swelled by the creation of credits in connection with the 
subscnptions to the various Wa' Loans ^ Under the operation of these 
causes the total deposits of the banks of the United Kingdom (other than 
the Bank of England) increased from ;^1, 070,681, 000 on the 31bt Decemberj 
1913, to ;^1, 742,902,000 on the 31st December, 1917. 

11. The greatly increased volume of bank deposits, representing a corre- 
sponding increase of purchasing power and, therefore, leadmg.in ^conjunction 
with other causes to a'^great rise of prices, has brought about a cor^'csponding 
demand for legal tender currency which could not have been satisfied under 
the stringent provisions (fl the Act of 1844. Contractors arc obli't,ed to draw 
cheques against their accounts in order to discharge t\cir wages bill — itself 
enhanced on accpnnt of the nsc of prices It is* to provide this currency 
that the continually growdig issues of Currency Notes have been m.'‘ le. 
llie banks, instead of obtaining notes by way of advance under the aiiange- 
ineiits described in pafagraph 9, were '^ble to pay for them i/iitright by the 
transfer of the amount from their balances at the Bank of I'm/jlaiid to the 
credit of the Currency Note Account and the ciiculation of the notes continued 
to increase. The Government srtibsequently, by substidibng their own 
securities fo/: the cash ’balance so transferred to their credit, borrow that 
balance In effect, the banks are in a position at will to convert their balances 
at J;he Bank of England enhanc(!fd in the manner indicated above into legal 
tender currency without causing notes to be drawn, fis^they "’ould have 
been^under the pre-war system, from the banking reserve of the Bank of 
England, and compelling the Bank to apply the normal safeguards against 
excessive expansion of credit. Fresh legal tender currency is thus continually 
being issued, not, as forinerly^, against gold, but against Govei'nment securities 
Plainly, given the necessity for the creation of bank credits in favour of the 
Government for the purpose of financing war expenditu-re, these issues 

* This proci'S'i h.is had results of such far reaching .mportance that it may be useful to set out 
in detail the m.mner m which it operates Suppose, for example, that in a given week the (,overnment 
require )fl0,000,000 over and above the receipts from taxation and loans from the public. They 
apply for an advance from the Bank of England, which by a book entrv places the amount required 
to the credit of Public Deposits in the same way as any other banker ct edits the account of a 
customer when he grants him temporary accommodation The amount I'l th( n paid out to contractors 
and other Government creditors, and passes, when the cheques are clean d, to the credV of their 
bankers in the books of the Bank of England — m other words, is traiisfLiicd from Public to “^Other ” 
Deposits, the,pflcct of the whole transaction thus being to increase by the put chasing 

power in the Lands of tho public in the form of deposits in the Joint Stock H.mks and the bankers' 
cash at the Bank of England by the same amount Ihe bankers’ liabilities to depositors having 
thu« increased by £10,000,000 and their c.ish reserves by an ecpial amount, their proportion of cash 
to liabilities (which i^as normally before the war something under 'JO per c < nt ) is improved, with the 
result that they;, are m a position to make advances to their c lutymers to an amount equal to four 
or five times the sum added to their c^ish reserves, or, In the absence of demand for such accommodation 
to iticrease tb-nr investments by the difference between the cash received and.j;the prpportion the^ 
requi e to hold against the increase of their deposit liabilities Since the outble-'k oi war it is the 
second procedure which has in the mam been followed, the surplus cash having been used to thbsenbe 
for Treasury Bills and otner Govermnent secunties The money so subscribed has again been spent 
by the Government and returned iir the manner above ■yescri,hecl to the bankers’ cash balances, the 

i ircx^ess bemg repeated again and agaiv until each £10,000 ^K)0 originally advanced by the BanVof 
iiigland has created r"w deposits representing new pure naming power to se /eral, times that amount 
Before the war these prcx;csses, if continuecl, compelled the Jiank of England, as explained in 
parairraph 6, to raise its rate of discount, but, .as indicated below, the unlimited is^ie of Currency 
NolJs has now removed this check upon tho cont iiucd cxpaiisivui of credit 
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could not be avoided IfHUcy had not bejii made, the banks would have 
be^ uTiabld io obtain Icgai^ tender with wnich to meet ^cheques drawn for 
►ca^b on their customers’ Accounts The unlimited issue of Currency Notes 
in exchange for credits at the Bank of h'ngland is at once dl^consequence and 
an essential* jondition of the methods which the C.overnment have found 
necessary to adopt in order to in^et their war expeifditure 
1 12. The effect of thoee causes upon the amount of legal tender money 
* (oth«r than subsidiary coiit^ in bank reserves and in circulation m the United 
Kingdom are s^own in the following paragiaph— 

'*^13 Thb amounts on the 30th June, 1914, ma 5 »be estimated as follows — 

^ Fiduciary Issue of the Bank of England . . • . /J 8,450,000 

Bank of England Notes issued against eold coin or bullion . ;^38, 476,000 

Estimated amount of gold com held oy banks (excluding 
com held m the Issue., Department of the Bank of 
,* England) and m public circulation . . . ^123,000,000 

Givind Total . . . . 179,926,000 

• . ■' ' "■ 
t The corresponding figures on the 10th yuly, 1918, as nearly as they can 
l^e^estimaibd, were — ♦ 

Fiduciary Issue of **he Bank of England . . /;i8,450,000 

Cuirency Notes not covered by gold . » . . * ^ . ;f230,4 12,000 

ToU'i Fiduciary Issues* ^ . . . * . ;{248,862,000 

Banl Af England Notes i'!siied agamsi com and bullion /65, 368, 000 

Currency Notes* covered by gold • . . . . 28, 500,000 

EstimcJc4 amount of gold com held by banks (excluding, 
gold com held by l^sue Department of Bank of 
England), say : . . . . . .* ;^40,000,000 

Grand Total . . . ^ . p82,73»,000 

i > 

There is also a certain amount of gold com still m tbe hands of the public 
which ought ^ be added to the last- mentioned figure, but the amount is 
unknown. " 

14. As Bank of England Notes and Currency Notes are both payable at 
the Bank of England m gold com on demand this large issue of new notes, 
associated as it is with abnormally high pnees and unfavourable exchanges, 
must have led under normal conditions to a rapid depletion, threatening 
ultimately the complete exhaustion, of the Bank’s gold holdings Conse- 
qiu'ntly, unless the Bank llad been prepared to see till its gold drained away, 
the discount rate must have been raised to a much higher level, the creation 
of banking credit (including that required by the Government) would Ijave 
been checked, pnees would have fallen, and a large jortion cl the surplus 
notes have come back for cancellation In this way an effective gold 
standard would have been maintained m spite of the heavy issue of jiotes. 
^But during the war conditions haVe not been normal. Thc^ubli|i are content 
to employ Currency Notes for internal purposes, and, r4)twithstandmg 
adverse.* exeVanges, war conditions interpose effective pract«al obstacles 
ag.u«ist the^ export of gold Moreover, the legal prohibition of the iheltmg 
of gpld com, and the fact that the importation of ^Id bulhon is reserved 
^o the Bank of ’England, and tftat dealing^m it are limited have severed th^ 
V * * 

’ The notes issued bv Scottish and Irish thanks which have been niaic legal tender during the 
war have not been included in the forcgoing*figures Strictly the amount (alnjut £S,(X)0,000) by whfch 
these is^e# exceed th| amount jf gold anckturrenw Notes hdd bv those banks should be^^dded tip 
the figuies of the pre ent fiduciary issues gTvfla * 
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link which formerly existed between the values of com and of uncoined gold. 
It is not possible to judge to what extent legal tender rurrency ‘•may' in fact 
be depreciated in terms of bullion But it is prattically certain that thfcre i 
has been some depreciation, and to this extent therefore the gold standard 
has ceased to be effective. 

Restoration of Conditions Necessary to the Maintijnance 

OF THE Gold Standard Recommended < » 

15 We shall not attempt now to lay down the precise' measures ^theyt 
should be adopteef to deal '’with the situation immediately after the w^f 
These will depend- upon a variety of conditions which cannot be foreseen, 
in parlicuiar the general movements of world puces and the currency poll, y 
adopted by other countries B it ic will be clear that the conditions necessary 
to the maintenance of an elective gold standard in this country no longer 
exist, and it is imperative that they shoiild be restoied without delay * 
After the war our gold holdings will no longer be jirotccted by the subniarme 
danger, and it will not Ifc possible indehnite^y to' continue to support the 
exchanges with foreign countries by borrowing abroa'd Unl(!>ss'I,he machinery 
which long experience has shown to be the only effective re.aeciy for an 
adverse balance of trade and an undue growth bf credit is once more brought- 
into play, there will be very grave danger of a credit: expansion m tJiis country 
and a foreign dram cf gold wh'ich might jeopardize the convertibility of our 
note issue and thet international trade position of the country The uncer- 
tainty of the monetary situation will handicap our industry, our position as 
an international financial centre wall suffer, and our general commercial status 
in the eyes of the world will be low ered ‘ We rjre glad to find l;hr,t there w.is 
no difference of opinion among the witnesses who app ared before us as to 
the vital importance of these matters 

Cessation of Government Borrowings 

16 If a sound monetary position is to bo re-established and the gold 
standard to be 'Tfectively maintained, it is m our judgffnent esst^'nlial that 
Goverijment borrowings should ceasi* at the earliest possible moment after 
the war A large parf. of the credit expansion arises, as we have shown, from 
the fact that the expenditure of the Government iliiriiig the war has exceeded 
the amounts which th'^y have been able to raise by taxation or by loans 
from the actual savings of the people They have been obliged therefore to 
obtain money through the creation of credits by the Bank of England and 
by the Joint Stock Banks, with the resiiRp that the growth of purchasing 
power has exceeded that of purchasable goods and services As we have 
already shown, the continuous issue of uncovered currency notes is inevitable 
m such circumstances. This credit expansion (lyhich is necessarily accom- 
p.mie^ by an evergrowing foreign indebtedness) cannot continue after the 
war without senously threatening our gold reserves and^ indeed, our 
nafjonal solvency 

17 A primary coidition of the restoration of a sound credit position is 
the repayment of a largo portion of the enormous amount of Government 
securities now held by the banks It is essential that as soon as 'possible 
the State shoyjd not only live within its income but should begin to reduce 
its indebtedness We accordingly recommend that at the earliest possible ^ 
moment an '’adequate sinking fund should be provided out p-evenue, so 
that there may be regular annual reduction of capital liabilities, iiiore 
especially those which constitute the floaVng debt We should remark 
'that it IS of the utmost importarije that such r^^payment of ‘clebt should nd'K* 
be offset by fresh borrowings for capital expenditure We' arc aware that 
hhmediately after the war there will be strofig pressure for capital expenditure 
by thf State m many forms for reco'istr\jotion purposes But it is d,sential 
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to the rcbtoration of an affective gold btaiidard that the money for such 
exj^endfture*^ould not be jfrovided by the 'Creation of new credit, and that, 
nn sb far as such ^xpendi1»ure is undertaken at all, it sh(?uld be undertaken 
with great cautiftn The necessity of providing for our indi-^ensable supplies 
of food and ‘raw materials from abroad and for arrears of repairs to manu- 
facturing* plaint and the transpoil system at homi!? will limit the savings 
available for yew capital,expenditure for a considerable penod This caution 
*is pvticukftly aipplicable ^ far-ieachmg programmes of housing and other 
development schemes 

* The sWirtage of real capital must be made gvod by gtiiume savings It 
c<#nnot be met by the creation of fresh purchasing power in the form ot bank 
a(^vances to the Government or to manufacturers under Governn>ent guar- 
antee or otherwise, and any resort to sujh expedients can only aggravate 
the evil and retard, possibly for generation^, the recovery of the country 
^from the losses sustained dunnj> the war 

* ^ 

Use of U^nk X)F England Discr,|jNT Kate 

1^ Ur]der rfn effective ’gold standard all export demands for gold must be 
freely met *\ further essential condition o^ the restoration and maintenance 
T)f such a standard is therefore that some mach,yi€ry shall exist to check 
fdrtign drams when t^ey tlireaten to deplete th^' gold reserves The recognized 
machinery for this purpo-jp is the Bank of England discount rate Whenever 
before thc^war the Bank's reserves were ‘being f^epletcd, tflc rate of discount 
was raised This, as we have already explained, by re-ac^mg upon the rates 
for money gcr^erally, acted as a check which operate^ in two ways On the 
one hand i%iised iiloney ratesttonded dircttly to attract gold to this country 
or to keep here gold tftat might have left .On the other hand, by lessening the 
demands h.' l^iays for business purposes^ they tended to chec^ expenditure 
and so to lower pnees in this'country, with the result that imports were 
discoiuaged and exports eiAouraged, and the exchanges ther»*by turned in 
our favour Unless this two-fold check ij kept m working order the whole 
currency system twill be impcriljed To maintain the connection between 
a*gold dram and a rise in the rate of discount is essential to the safety of 
the reserves Wien the exchanges ar^ adverse and gold is being tlrawn 
away, it is esscnml that the rate of discount in this cemntry should be raised 
A'latively to tlie latcs'ruling in other countries Wiiethcr this will actually 
be necessary immediately after the war depends onVhether prices in this 
country are then substantially higher than gold prices throughout the world 
It seems probatlc that at present they arc on the whole higher, but, if credit 
expansion elsewhere continues Jb be rapid, it is possible that this may 
eventually not be so 

Continuance of Dif»ferential Rates for H.ome and Foreign 

^ Money not Recommended • 

It has been argued before us that duniig the period of rcconstruct||©n, 
and perhaps for many years afterwards, it will be pm^ible aifd desirable, 
even though the exchanges arc adverse, to keep monejrfor home industry 
substanfially cheaper in this country than it is abroad and yet retaJi an 
fffcctive gold standard jDy continuing the present practice of ^di^erentiatmg 
between home money and foreign money It is held that relatively; low 
rates shctuld^lue ofiered for home money and charged on domestn? loans, while 
gold^is at the same lime prevented from going abroaij by the offer of high 
rates* for foreign money. In oiy judgment, so*soon as the present obstacles 
rff! the way of infernational liUercourse are r«yioved, any attempt to maintain 
this differentiation must brt^k* do>vn because it would Ip impracticable to 
prevent jpople from borrowing a* the low home rate and contnving in on% 
way oi*cftiother io re-le**d at the, high foreign rate. This could oi^ly be** 

f • 
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prevented, if at all, by the maiQtenancc of such ‘Stringent restnctions upon 
the freedom of investment after the war as would, m cur opiiycn, be mpst 
detnmental to the financial and industrial recoveity of this country. Even, • 
however, if differentiation, as a post-war policy, were practicable, it would 
not, m our judgment, be desirable. For the low home rate, by fostering 
large loans and so keeping up prices, would continue to encourage imports 
and discourage exports , so that, even though the high rate offered for foreign, 
money prevented gold from being drawn abroad,, it would only do tins at • 
the cost of piling up an ever-growing debt from Englishmen to foreig.ncrs 
It would be nccessj.ry at thr same time to continue to pay for ouf 'essenticfi* 
imports of raw materials by borrowing m the United States and elsewhef^, 
instead of by increasing our exports, thus imposing further burdens of foreign 
debt This process could not continue indefinitely, and must sooner or 
later lead to a collapse. We arc, therefore, of opinion that the need for 
making money dear m the face of adverse exchanges cannot, and should not, 
be evaded by resort to differential rates. ^ ^ * 

Legal Limitation of Note Issue Necessatv f 

20. The foregoing argument has a close connection with the general question 
of the legal control of the note i.sue. It has-been urged in some quartersi 
that in order to make possible the provision of . liberal supply^ of raoijcy 
at low rates during the period of reconstruction further new Currency, Notes 
should be created,, ^vith the object v,i enabling baiiKS to make largp loans to 
industry without the risk oi finding themselves short of cash to meet tue 
requirements of the public for legal tender money It is plain that a policy 
of this kind is incompatible with the maintenance of. an effective gold 
standard If it is ado])ted there will be no check upoq the outflow of gold 
Adverse exchanges will not be corrected cither dirccily or indirectly through 
a modification in the general levtt of commodity prices m this country 
On the contrary, as the issue of extra notes stiigiilatcs the conditions which 
tend to produce an advance of prices, they will become steadily more and 
more adverse Hence the processes making for the withdrawal of our gold 
will continue and no counteracting force will' be set m motion In vhe resul*-, 
the gold standard will be threatened with destruction through the loss of all 
our gold 

21 The device of making money cheap by the contiriued issue of now note-, 

IS thus altogether inct\mpatihle with the maintenance of a gold standard 
Such a policy can only lead in the end to an inconvertible paper currency 
and a collapse of the foreign exchanges, with consequences to the whole 
commercial fabnc of the country which v^e will not attempt to describe 
This result may be postponed for a time by restnctions on the export of 
gold and by borrowing abroad But the continuance of such a policy after 
the war can only render the remedial measures .which would ultimately be 
inevitTble more pamful and protracted No doubt it would be possible for 
the Bank of England, with the help of the Joint Stock Bank«, without any 
legi.1 restnction on the Note Issue, to keep the rate of discount sufficiently 
high to check loans, J.eep down prices, and stop the demand for further notes 
But it is very undesirable to place the whole responsibility upon the discretion 
of the banks, subject as they will be to very great pressure in a matter of 
this kind HLthey know that they can get notes freely, the temptation trj 
adopt a lax loan policy will be very great In order, therefore, to ensure 
that ^his is not done, and the gold standard thereby endangered, 'it is, in 
our judgment, imperative that the issue of fiduciary notes shall be, as soc/n as 
-practicable, once more hmitad by law, and» that the present arrangenients 
under which deposits at the B.jirtk of Englandf.may be exchanged for leg^K* 
tender currency without affecting the reserve of the Banking Department 
shall be terminated at the earliest possible moment Additional/, demands 
for legal tender currency otherwisp thaiioUi exchange for gbld should? be met 
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from the reserves of the B^nk of England and not by the Treasury, so that 
the nectssary checks upon aif undue issue majy be brought regularly into play. 
^Sutfject to tlfc trabsitionaj arrangements as regards Currency Notes which 
we propose in piJragraphs 43 to 46, and to any special arranpjements in regard 
to Scotland tind Ireland which we may have to propose when we come to 
deal witlw tlK^ questions affecting »those parts of thf% United Kingdom, we 
recoinincMifl that the No,te Issue (except as regards existing private issues) 
t should be ^nftrely in the hands of the Bank of England ; the notes should 
be payable in giild in Loiffton only, and should be legal tender throughout 
trhe Unitdd Kingdom ^ , 

MaCIIINKRY lOR THE CONTROL OF THE NorK»ISSUE 

t * 

22 So far wc have addressed ourselvcs^to the principles upon which the 
retention and maintenance of an effective golfl standard depend We have 

jiiow to consider the particular anachmery m regard to the control of the 
Note Visue by^ which the observance of these principles can most effectively 
be secured, and what modilteation (if any) may ^ desirable or permissible 
m tke sy'^^erqi ii^ force b«forc the war. 

23 W'i would m the first place observe that, whiK? the obligation to pay 
,both Bank of England notes gind Currency,. j^^otes m gold on demand should, 
in our judgment, be maintained, it is not necessaiy for the maintenance of 
an effective gold sOndard, nor do we think »it desirable that there should 
be an caj^Jy resumption of the internal circulation of'^c^ld com For the 
p^-seiit at any rate wc think that it will tie mori economical that gold should 
be held m a ceuLial reserve as a backing for notes m circulation Wc do not 
think that any h'gjislation on this subject will be rec/uired People have by 
now bcro..>*o fully a<^customcd to the use of notes, and it is probable that 
(except foi the limited requirements of persons jiroposing to travel abroad) 
they will coutAiufj to circulate ii^stcad of j:>>ld com much as they^o at present 
Informal action on the part of the banks may be ckpccted to accomplish all 
that IS lequircd If necessfiiy, however, the circulation of gcTld com could 
be prevented by making the notes convertible at the discretion of the Bank 

Englan*! cithc^ itito such com or into bar gold, though ^ir our own ^art 
wc should prefer to maintain the right o^f the note-holder to receive pc'wment 
in gold com and to trust to the informal steps suggested above to jlrcvent 
gold from flowing mtf^ internal circulation 

. 24 Secondly^ while it is a necessary condition of ah^effcctivc gold standard 
that the import of gold should be free from all restrictions, it is not necessary 
to allow gold »com or bullion obtained othcrivisc than from the Bank of 
England to be exported In vi^w of the fact that it is convenient that the 
Bank of England should have cognizance of all gold exports, we think it 
desirable that the export of gold com or bullion should be subject to the 
condition that such com or bullion has been obtained from the Bank for the 
, purpose Manufactured gold should be deemed to »be bullion unless it is in 
the farm of articles containing a prescribed fashion value (say of 10 percent ) 
Tina Bank should be under obligation to supply gold for export in exchej^gge 
for its notes These conditions will be sufficient to enable parity to ^ 
maintained between currency and bullion, since importers of gold ivill be 
free to ftell it either in the market or to the Bank of England • 

, 25 Thirdly, in view of the withdrawal of gold from cii^ulati^n, it is, we 
think, desirable that the gold reserves of the country should l>c held bv one 
central %ns1^tlition, and we recommend therefore that all banks snould 
traiAfcr any gold now held by them to the Bank of England, except; such 
smaU amounts as they may req^nre to keep fo^the cotfvenicnce of travellers 
** In our opmifin, the pi(4iibition against* the melting of gold com shouIcP 
for the present tie maintain^ * , * ^ 

26. We* have carefully considesicd various proposals tnat have been laW 
before fts* as regayis the Vasis iip(ii^whi 4 :h the fiduciary note issue slnjiild irf 
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future be fixed It ha^ been uri;ed that the raisfng of the discount rate by 
the Bank of England may be delayed too long to cheek. effectively an undue 
expansion of credit, and that under the rigid restrictions of the Act of l844« 
a famine of legaF tender money might ensue Crises of this nature necessi- 
tating the suspension of the Act arose in 1847, 1857, and 1866,' and on the 
first two occasions notes were actually issdied by the Bank iir'fexcoss of the 
maximum authorized by law On this ground mainly it has been urgec^ 
that these rigid restrictions ought to be transfoyned into 'r,omeVhmg nore • 
elastic To this end the following principal proposals, either separately or 
m combination, ha've been put before us by various witnesses — ■' 

(1) That tile Banking and Issue Department of the Bank of England 
should '^le amalgamated , 

(2) That the issue of additioual notes, instead of being requiied to be 

covered £ for / by gold, should be freely allowed, subject only to the condition 
that a prescribed percentage of the total issue should be so covered , ^ 

(3) That, while either an absolute figure for the maximum fic'-iciary 
issue or a maximum drtermmed on a jiroy artiorate basis should be pre- 
scribed by law, jirovision should be made for mereases Iv^yond this iraxi- 
murn upon condition of a tax being paid by the Bank to the (^o\’iernmcnt. 

These various suggestions we noy proceed to ..discuss , 

27 First, the mam ellcx^t of the amalgamatior of the two Dcpartmejits 
of the Bank of England would he to jilacc dejiosits with Jie Bank of England 
in the same positjp/i as regards conveitibility into gold as is now held by 
the note It has been argued in favour of this change that greater securioy 
would be given to ..he deposits than under the present system After careful 
consideration we are un.ible to recommend it The deposits hav? at present 
the full security of the reset ve in the Banking Departmept, and it is obvious 
that any such additional security would be at the direct expense of the 
security of tin note In our opmio it is dcspable that the r->suc of Currency 
shall be subject to strict legal regulation, but that^the management of banking 
should be left as free as possible from State mtcrteience We think that the 
amalgamation of the two Departments would inevitably lead in the end to 
Slate control otj the creation of banking ‘credit generally, a coiitmgenc;v 
which jWe arc convinced waiuld greatly hamper the elasticity and efficiency 
with which the banks are able to meet the requirements of industry 

28 Secondly, the pioposal to allow the issue of ti^luciary notes without 
limit, subject only to a fi\cd percentage of the total issue being held in gold by 
the Bank of England (or the Issue Department of the B.ink of England if 
there is no amalgamation), appears to us objectionable for the following 
reasons If, as happened m general m the German Beichsbank, other i' ' ula- 
tions keep the actual note issue much below the maximum fixed by this 
proportion, the proportion is not effective and produces no result But, if 
the actual note issue is really controlled by the proportion, the arrangement 
IS liable to bring about very violent disturbances Suppose, for example, 
that Ihe proportion of gold to notes is actually fixed at one-third ind is 
opei’-ative Then, if the withdrawal of gold for export reduces the proportion 
below the prescribedblimit, it is necessary to withdraw notes m the ratio of 
three to one Any approach to the conditions under which the restnction 
wouU' become actually operative would thus be likely to cause even<greater 
apprehension |^haii the limitations of the Act of 1844^ 

29 This consequence might no doubt be obviated for a time if the Joint 
Stock^Banks themselves kept large reserves of gold and were , prepared m 
the event of the depletion of the Bank of England reserve either by an external 
or by an internal drain to use t^hera to make gqpd the depletion and so dispsnse 
‘ifor the time t>eing with the ncce^&ity for withtlrp-wing notes from circulatioih* 
It IS clear, howevcfc, that unless the saijie steps in regard -to money rates 
zlnd the restriction of credit were taken as v>ould be necessary if the4epletion 
"were actually operative, this reme(^yoWoul,d be merely a temporary pahiative, 
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since t^e causes which had .occasioned the iilrain would continue to operate 
unfiiecked. B If, 5 \n the other hand, as some have ad* located, the banks 
were given m oonsideration for their assistance m such .pontmgencics, in 
addition to the right to obtain notes for the gold brought in, the right to 
receive advances in further fiduc^ry notes, the resplt, so far as the right 
was exercised; would be to neutralize the effect which the gold brought in 
•would othrjrvftse, have hkd in preserving or restoring the proportion of gold 
to circulation, while the 'Cank of England would be placed in the very 
dangerouj, posulon of being under an absolute obligation to create new 
cjpdits at the very moment at which a policy of ctedit restnction had become 
essential , 

c-lnciden tally we would remark that the minimum percentage proposed by 
the l.ondon Chamber of Commerce, namiily/* 33] per cent of gold against 
the Bank of England note issue and 20 to 25 per cent against a separate 
♦issue c'<t Currency Notes, would ''in our opinion be wholly inaileipiate The 
p.ert outage of gold to the. two issues, taken togelhor, v\()uld actually be less 
than is iioy held 'I'he Manchester Chamber of (i#nimerce propose that the 
pioportion of 'goW to notfcs should be 40 per cent , wLyle Sir Edward Holden 
was of o^liuun that the Bank should aim at that proportion of gold m respect 
do its total, liabilities on account of the nd^'es issued and deposits Eor the 
r«c»unis indicated alxive, hthvever, we have come to’the unanimous conclusion 
tliat tlx^re are substantial objections to basing’ the uotc*issue of this country 
u|ion any (proportionate holding of gold » 

' 30 There remains, thirdly, the plan of fixing a maximum absolute limit to 
the fiduciary note issue, subject to the condition f^hat Ihis lirmt may be 
exceeded ov> the payment of a tax tb tho Covernment. It is obvious that, 
if such a t L : is to actias a deterrent, it must be sufficiently high to secure that 
no profit sjoiijd accrue to the Bank as the result of the emergency issue. 
As this profit necessarily depends to a lai^ge degree ^ipon the rdte of interest 
at which accommodation is»givcii to tlie market, we do not think, m view 
of the great uncertainty as to the future ^course of interest rates, that it is 
practicable now tp rjamc any figure which could safely be adopted for su«h a 
tJx Unless it is fixed at a sufliciently penal rate to secure othat the normal 
fiduciary issue is not exceeded except in circumstances of real emergency, 
and then only for a strictly limited period, the system^ay afford dangerous 
possibilities of ■excessi /e speculation and lend itself., to the development of 
crises which more stringent safeguards might h«.ve av^ted altogether. This 
cnticism has in fact been made of the German plan, and we are not clear how 
the arrangements recently adopted by the United States, which have not yet 
been tested by experience, will actually operate If it were decided to adopt 
any such method m this country, it would be necessary for safety to take a 
very high rate which might in fact prove to be unduly penal 

31, In view of the comparison with the systen^s prevailing in foreign 
countries which have been put forward by vanous witnesses, we would gioiiit 
out ^ifat thcs« countries have not in practice maintained the absolutely 
ficc gold market which this country, by reason of the vital importance oWts 
position in internatibnal finance, is bound to do It* has therefore been 
open to^them to have recourse to devices to steady tlie rate of discount 
ivhich, even if successful for th«» purpose, it would be #nexpedient*and 
;ftingerous for us to atteiapt, • • 

M\lNrENANCE OF PRINCIPLE OF BaNK CHARTER ACT, f844, 

• Recommended , 

*#32. Having regard to the,forc|;oing consi^erAions, we are of Opinion that* 
he principle of tfie Act of 18>4,»which has uj:^n the whole been fully justified 
oy experience, should be mamtaiijeTl, namely, that theie’should be a ftxeci 
iduciar 0 lusiie b"'^oiid whjeh, subject to ^emergency arrangements which w«j * 
'ecommend below, iiotfs should onl^ E^ifiued in exchauge»for gold. *lt is 
29 - ( 172 :.) 
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noteworthy that from 1866 till the outbreak of the present war i^o suspension 
of the Act was <.ver necessary We think th^^t thef "trin^it principles 
of the Act haveioften had the effect of preventing dangeious developments,* 
and the fact that they have had to be temporarily suspended on certain rare 
and exceptional occ^asicns (and those hmi,^ed to tlie c.irher vca’'s' of the Act's 
operation when experience of working the system was still immature) does 
not, in our opinion, invalidate this conclusion We recomni.n\|, therefore 
that the separation of the Issue and Banking Bepartments of the Balik of’ 
England should bej maintained and that the Weekly Beturi' should cofltin^ie 
to be published in its present form ^ 

MohimcatiOn Ob' Provisions of Aci of 1844 in rfsi-ect of Issue 
OF Emekc.ency Currency Recommended 

33 This conclusion, however, iias not prevented us fioin considering with 
care the possibility of so modifying the Asct of 1844 as to make provision^ 
for the issue of emergency currency in times of acule dillicuKv B m/ght, no 
doubt, be sulTicient to lo-^ve matters as theyuM^orea]irior to 1914 and to risk 
the possibility of the law having to be broken, subject lv> mde minty ^ from 
Parliament, but upon the whole we share the objections which have been 
expressed m many quarters to tPs procedure - We are therefore of ofiinion 
that the provisions of Section 3 of the Currency and Bank Notex Act, 1914, 
under whuh the Bank of Env,land may, with the comment of the Tieasliry, 
temporarily issucv notes in excess of the legal limd, should be continued in 
force It should be provided by statute that Parliament should be infori>ed 
forthwith of any^ action taken by the Treasuiy iinclcr this provision by 
moans of a Treasury Minute which shoiild be laitl before botk Houses The 
statute should also jirovide that any pi oft ts' derived from the excess issue 
should be surrendered by the Ban'k to the Exchequer It will, of course, be 
necessary th?t the Bank Kate shoi id be raised to, and main-ta^iiecl at, a figure 
sufficiently high to secure the earliest possible retirement of the excess issue 

34 In connection with these emergency arrangements we have considered 
the question of the reserves which should Ix' hekl by the Joint Stock Banks 
quite apart from tluur normal ri'serves oi legal tcmh'ii laoney o As we do 
not contemplate a resumption of the internal circulation of gold, no iisctul 
purpose would be siTvcd by their accumulating gold which can be more 
effectively employc“d''bv the Bank of England m maintaining the exchanges 
and supporting the luyte issue We have considered a jiroposal that they 
should be required to hold a certain proportion of their deposits m the form 
of Treasury Bills and other short-dated Government Securities, which, m 
the event of a crisis, might be discounted with the Bank of England and form 
the basis of an issue of cmcigency currency if required. While we think it 
expedient that such reserves should be held, we have come to the conclusion 
that it would not be desirable to attempt any legal regulation of the matter 
Our attention has, hoRrever, been called to the fact that a Committee of 
Bankers have lecommcnded that banks should m future be required toipiiblish 
a Monthly Statement in the form of Appendix I to this Report showirtg the 
average of their weekly balance sheets, dunng the month We entirely 
concur in this recommendation and we suggest that the statement of assets 

"should be amplified by the addition after " money at call and at shom notice " 
of a headiig “ (Government Secuntics maturing within 12 months " If this 
is dpne, we 'think that the consequent publicity will be amply sufficient to* 
secure the Object which we have m view r ^ 

Amount of Eiduciary Note Issue and Gold Reserve ” 

35 Having come to the conclusion that Uic qfuount of Ihe fiduciary issue 
should, subject to what was smd m paragrgpl »33, be fixe^ by law at some 

^definite amount, we have next to consjjier how large this fiduciary issue 
ougl^t to be \ 

Assuming the restoration of effective gold standard, and given the 

''lit * 
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conveijtional standards ol^jDankmg practice and the customs of the public 
as^Bgards use p? currency, the amount of legal tender currency {other than 

• subsidiary coin) which cJn be kept m circulation, including the currenLy 
holdings of the banks and the Banking Department of the Bank of England, 
will determftm itself iiutomaticalh^ since, if the currency becomes redundant, 
the rate of discount will fall, and prices will rise , notes will bi; presented m 
•exchange Jfir#gold for export and the volume of the currency will be reduced 
pro ^antn if, (?n the oth«r hand, the supply of currency falls below current 
r^qiflrenmnts, liie rate of discount will rise, prices will fall, gold will be 
importech and new notes taken out m exchange for it * 

Under the arrangements which we contemplate ^*irtually the whole 
a'#iount of the currency gold in the country will be held in a centtal rcsei ve 
at the Bank of England , and the circula'goij., in the wide sense in which we 
are using the term, will consist (apart from the subsidiary currency, which 

*we necul not now consider) m parf of fiduciary notes, and, as legards the balance, 
of not%s coveDL'd by that d-e-jL'rve The total circulation being automatically 
detei mined, it will follovif thaf the higher the am#unt fixed for the fiduciary 
issu^ the l^wcft \fiU be thb amount c»f the covered iss*p^ and, consequently, of 
the ceiitAl .<[old reserve and vice versa, while, if the fiducial y issue were fixed 
•at a figiir^ which proved to*be highei tlAn the total lequirements of the 
ciiwntry for legal tender currency, the coveied is^fie, and with it the central 
gold r^^serve, would* disappear altogethei ft is de.ir, theielore, that the 
amount erf the fiduciary tssue must be fixed at a figure ittw enough to make 
sffie, not merely that there will always be somc*cov('red issue, but that theiu 
will always be a covered issue of sufficiently substantiaT amount to secuie 
that the cavA-ing^gold whicl^ constitute* the central reserve never falls so 
low as t<. give rise t# apprehension as to the stability of the gold standard 
37 If tlu post-war requirements prove*l to be no larger than the pre-war 
ref^uirernenis fabout /I8(),000,(rfJ0, cxclu^ve of siiL^idiary cont, as shown in 
paragraph 13), it is clear ihat the present fiduciary issue o^* ;/249, 000,000 
would h<ive to be reducc*(l by ^09,000,000 Ix'fore any gold couUl be retained 
in the central reserve at all Even upoifthe supposition that the poluiy of 
sibstitutiflg notes tor all gold outside that reserve is comi.ietely siucessful, 
in order to have a central gold reserve of /, 1 00,000,000 the fidiu lary issue 
would have to be reduced to /^H0,000,000 and, evejj so. we should have 
j^6t),000,000 lc“^ gold Ml the countiy than before thj^ war 
•38 The pre war requirements, however, fj.id n'i.ition to the level of 
pre-war world prices, the existing conventional standaids in regard to banking 
leservps, and the habits of the people, both m regard to the amounts ol 
money which they earned m tli»ir pockets and kept in their homes and to 
the use of credit instruments m place of cash It is probable that after the 
war world prices will stand for many years, if not permanenlly, at a greatly 
enhanced level, and that tht banks may well find it desirable to adopt a higher 

• standard for their holdings of legal tender money Eurthermore, any^addi- 

tional%conomy m the use of legal tender money which may take place through 
the Extended use of bankers’ cheques and other credit instruments maj^be 
more than offset by the fact that a larger shaie of tl^ national income is 
likely t(^ be enjoyed by the wage-earning classes who are the chief users (jf 
legal tender money All these cg,uses will tend to mcreajjc the amouflt (h 
legal tender money which the country will, consistently with th# maintenance 
of a gold stan^lard, be able to retain in bank reserves and genetal circuliition 
to a ooifit Miiich above the pre-war figure, but the pii*cise amount tff the 
increase can only be determined by expeisonce « 

39* Until sucy experience haft been gainedmt would in on* pinion be, 
aangerous to seek to lay cifiwn any precii« figure lor the fiduciary issue 
The adoption of^n unnecessarily low figure would result iJt the accumulation 
of a gold Reserve of largei dimensions than is strictly necessary for the pro-, 
tection of the golc^standaftl and tHlersecnftity of our national j^redit — a Itxury 
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which we shall be ill able to af^rd m the difllcyit times which are ahead — 
while the adoptioj; of loo high a figure would destroy ^the /jold stanjiard 
nltogether. ^ • 

40 It therefore seems desirable to approach the problem from the other 
end, and to attempt to fix tentatively tlm amount which we Siiould like to 
see held in gold in the central reserve, leaving the ultimate dimensions of the 
fiduciary issue to be settled as the result of expedience at t,^je^ amount oJf 
fiduciary notes which can be kept in circulation — lu, banking reserves (inclviding* 
the Banking Reserve of the Bank of F.ngland), and in th'i pockets of the 
people — without causing th-e central gold reserve to fall .ijipreciaoly below 
the amount so fix^'d 

41 Tlib pre-war gold reserves were about /^38, 500, 000 in the Bank of 
Biigland and an amount estiipated at /123,000,000 in the banks and in the 
pockets of the people If the actual circulation of gold coin ceases and the 
whole of the gold is concentrated iii the central institution, some er onomy^ 
IS pcirnissible in view of its iiuuMsed mobility (_)n th(' (;,th(‘r Ic^ad the 
aggregate amount of cir'' eney re<[iured wilV undoubtedly be larger We 
accordingly recommend that the amount to be aimed at in tlm fiftt instance 
as the normal minimum amount of the central gold resent ‘hould be 

150,000,000, and that, until tht'- amount has been reached and maintainey’* 
concurrently with a satisfactory loreign exchan*;e position for .i peiiocl pf 
at least a year, the oolicy of inducing the uncovered n6'te issue as and when 
opportunity oiftTy should be consistently followed In view of tlm economic 
conditions which aie likely to follow the restoration of peace, it will "'be 
neiessary to a])pfy this policy with extreme caution and without undue 
rigidity When the c'kchanges are \\-)rking_^ normally on che basis of a 
nimimum reserve of 50,000,000 the position should again be reviewed in 
the light of the dimensions of thcVidiiciary issue as it then exists 

V O . ' 

Reduction of i’resent Currency Note Issue During 
Interim Period ' 

42 If these arrangements are' adopted, there ^vlll b^ interim period 
beginning after the completion of demobilization during w^hich it is probable 
that 'die present issue of Currency Notes will have to be gradually reduced 
until expenence has 'hown what amount of fiduciary notes can be kept m 
cuculation consistently with the maintenance of thi^ re'ser';e It was sug- 
gested to us in evide!:'cc tha^, until that amount has been ascertained, steps 
should be taken as soon as possible after the war to rediue the uncovered 
issue at the rate of not less than 3 per cent per annum of ‘the outstanding 
amount, and that, subject to arrangements Tor meeting a temporary emergency, 
the issue m any period of six months or one year should not be allowed to 
exceed the amount outstanding in the preceding similar period Wc think 
that it would be highly ^esirablc to aim at a steady and continuous reduction, 
but *ve are disposed to doubt whether it will be found to be practicable t» 
work to any precise rule We confine ourselves therefore to the '"general 
rdiommend^atiou of policy indicated above We entirely (oncur, how'ever, 
in the suggestion th^t, when reductions have taken place, the actual maximum 

(^^duciary circulation in any year should become the legal maximurp for the 
following year, subject only to the emergency arrangements proposed in 
paragraph » » 

Transitional Arrangements Pending Replacemi-.nt of 
Currency Note Issue by a Bank of England Issue 

43 It remains for us to coiioider how and when the presentjssue of Currei^y 
Notes is to be replaced by the Bank of Eng4n tissue There would be some 

jawkwardness in transferring the issue to Ihe Bank of Englana before the future 
, dimensions of the fiduciary issue have been ascertained We therefore, 
recoVnmend that dunng the traj|Sitjon'il period the issue should remain a 
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Government issue, but tlut such post-war expansion (if any) as may take 
place siiould be covered, mH by the iiivcstfiient of the proceeds of the new 
> notes in Gov^nmeht Securities, as at present, but by takiifg Bank of England 
Notes from the'Bank and holding them in the Currency Xotc reserve, and 
that, as an^ when opportunity arises for providing cover for the existing 
fiduciary, por non of the issue, thc»same procedure sliould be followed. The • 
effect of this arrangeii^pnt would be that the demands for new currency 

• wouj^ opei#it^ ir»thc norm^ way to reduce the reserve in the Banking Depart- 

ment at the Bank of Engfand, which would have to be restored by raising 
riioney rentes aiiA encouraging gold imports , • 

§44 Wo should thus in course of time have the Currency Note issue covered 
partly by the ;^28, 500,000 of gold at present held and partly b )4 Bank of 
England notes covered by gold m the Issue Department of the Bank of 
England ; the balance, forming the fiduciary part of the is^uc properly so- 
calMd, being covered by Government Securities as at present. Dunng the 
•transi^on stage the greater part at any rate of the demand for gold for export 
will fall upon’the Bank ^f England, since Currei^y Notes are not hkelv to 
be liresenftfd lo ^ny large extent for actual p.iymcnt in gold, but will be 
paid in the banks which collect them to the credif of their accounts with 
the Bank of England, the balances thereby jreated being used when nece.ssary 
\o draw gc4d from the Baidc of England for exporUn the ordinary way We 
ab(?ordmgly think tlut it will be desirable tha^ Bank of England notes should 
hkcwisli be substituted in*the Currency Note reserve, either immediately after 
tlie war of fiom time to time by instalments, icf the ;^28,ou0,000 in gold now 
held by that reserve, so that when the time is ripe for tlie final transfer the 
whole of the giild reserve may be in ^le hands of the Bank 

45 W1 the fiduciary porWon of the isSuc has been reduced to the amount 
which expf i-icnce shRws to be consistcnf» with the maintenance of a gold 
reserve of £ ! SQ.OVO.OOO in the I'^sue Depaj^jlment of the Bank, tl^e outstanding 
CuiTeiicy Notes should be retired and Bank of Eng^and notes of low denom- 
ination substituted, the Barhc of England fiduciary issue being simultaneously 
increased by an amount equal to the then^ssue of Currency Notes covered by 
GoverniiKwt si'cifrd«cs As the Bank of Ihigland notes held m the Cuir^ncy 
j^ite reserve and the gold against them would already appear m the Bank 
leturn, the only effect on that return of Ihe ultimate meiger would be to add 
to the total JUnk of England issue the amount of tlfh hduciaiy portion of 
fhe Currency flote isine as ultimately ascertained* ^nd to aild the same 
amount of Government securities to the securltl^s m tlm Issue Department 
4d, 'J he settlement as between the Trccasury and the Bank would take the 
foim of the Treasury handing ov<^ to the Bank m exchange for a like amount 
of Currency Notes withdrawn hy the Bank from circulation the Bank of 
England notes held for the Currency Note account, and m respect of the 
remainder of the Currency Notes withdrawn, Goveriiincnt Securities The >0 
.securities should be either \Vays and Means advanifes or Treasury Bills and 
'other ^marketable securities being part of the ordinary Public Debt, and 
should be taken at current market value In so far as any of the asset^of 
the Currency Note redemption account at the time o^ transfef might not 
come within these categories they should be retained by the Treasury and 
other scsuritics substituted The Bank of England notes of small denoinim^ 
tion would be issued by the Bank'm place of the Currency ^otca withdrawn 

• from circulation, partly ih substitution for the Bank of England ^oies returaed 
to them jfrom^he Currency Note Reserve (which would be alread;f cove^d by 
goldgm the ‘Issue Department), and partly m respect of the Bank’? ni'w 
fiduciary issue based on the trans^eried securitie^. The frohts of the increased 
f^uciary issue \tould be playable by the B.^nk to the Exchequer 

• SuMlAifv o¥ Conclusions • 

47. Our, mam conclusions may be briefly summarized as follows ^ 

Befol€ <he war tlie country possefs^d a tojnplete and effective gold standard, 
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The provisions of the Bank Act, 1844, operated, automatically to correct 
unfavourable exchanges and to clreck undue expansion^ of credit (Pars, 
2 to 7 ) ' ' 

During the war die conditions nccessaiy to the maintenance of that standard 
have eeased to exist The main cause has been the growth credit due 
to Government borrowii.g from the Bank of England and otb ^r banks for 
war needs The unlimited issue of Currency Notes has-been both an inevitable 
consequence and a necessary condition of this growth of credit . (r’a..-* 8 to^l4 ) 
In our opinion it is imperative that after the wot the conditions necessary 
to the maintenance of an ett’ctive gold standard should be restored, withou'. 
delay Unless the machinery which long experience has shown to be the onl 
effective remedy for an adverse balance of trade and an undue growth of 
credit IS once more biought into play, there will be grave danger of a progre^U 
sive credit expansion which wiu fesult in a foreign dram of gold menacing 
convertibility of our note issue and so ^jeopardizing the international 
trade position of the crnintry (T’ar US) 

The pre-requisities for f|?^‘ lestoiation of an effi'cbve gold standard are 

(а) The cessation of Goveiument borrowing as soon as possibly after^the 

war We recommeno that at the earliest jiossible momeni an gdequate 
sinking fund should be providej' out of revepue, so that theie may be a 
regular annual reductioic of c.ipital liabilities, m^re especially tl jse which 
constitute the floating debt , (Pars 16 and 17 ) * ' ' 

(б) The recognized machinery, namely, the rai'-mg and making effective 
of the Bank of England chjcoiint rate, which before the war opeiated to 
check a foreign dram of gold and the speculative expansion of credit m 
this country, must be kept in working, order This necessity cannot, and 
should not, be evaded by any attempt to continue differentud rates for 
home and foreign money after tke war (Pars 18 and 19 ) 

(c) The issue of liduciary not'*s should as soon as pra:ticable, once 
more be limited by law,'^!!!! the present arrangements under which deposits 
at the BaiiK of England may be exchanged for legal tender currency 
without affecting the reserve of>'he Banking Department should be ter- 
minated at the earliest possible moment Subject to t*" iffMtion?’ ariange- 
ments as regaVds Currency Notes and to any special arrangements 
regard to Scotland and Ireland wffich we may have to propose when we 
come to deal with th^^'qiiestions affecting those parts of the United Kingdom, 
we recommend that^the Note Issue (except as regatds coasting private 
issues) should be ciftirely m the hands of the Bank of England Tile 
notes should be payable in London only, and should bf legal tender 
throughout the I'nited Kingdom (Pars 20 and 21 ) 

As regards the control of the Note Issue, vvt make the following observations 

(1) While the obligation to pay both Bank of England Notes and 
Currency Notes in gold on demaiicl should be mamtamed, it is not neces- 
sary or desirable that there should be any early' resumption of the internal 
circulation of gold coin (Par 23 ) 

, (2) While the imjiort of gold should be free from all res'tnctions, ’t is 
convenient that tly* Bank of England should have cognizance of all gold 
exports, and w(' recommend that the export of gold com or bullion should 
*‘be jubject to the condition that such com and bullion has been rbtained 
from the j^ankTor the purpose. The Brink should be under obligation to 
supply gold for export in exchange for its notes (Par 24 ) 

(3) In vhcw of the withdrawal of gold from circulation we rec/pmmend 
that the gold reserves of the country should be held by one central institu- 
tion and that all banks should transfer any gold now held by them to the 
Bank of England (Par, 2!) ^ ' *• 

Slaving carefully, considered the varioui; proposals which have been placed 
before us as regards the basis of the fiducury note issue (pars 26 ^o 31), we 
recomfinend that the principle of^the i^ak Charier AcL 1844, shtuld be 
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maintained, nap^icly, that there should be a ft^ed fiduciary issue beyond 
* which notes should only be issued in exchange for gold The separation of the 
Ist«je and tanking ^Departments of the Bc^k of England should be mam- 

• tamed, and the Weekly K<?turn should continue to be pubtished m its present 

form (Par 32 ) • 

We recoirAiiencI, however, that provision for an emergency be made by the 
contmuafice fh force, subject to The stringent safe^ards recommended m 
^the body the Keporti* of Section 3 of the Currency and Bank Notes Act, 

* 19 14* under whiCh the Ban^ of England may, with the consent of the Treasury, 
tgmjf^oranly issiy* notes in excess of the legal limit (Par 33 ) 

We acivocate the publication by the banks ci a monthly statement m a 
jnesenbed form (Par 34 ) 

*Wc have come to the conclusion that it is not practicabfe to fix ai^iy precise 
figure for the fiduciary Note Issue immcdia^ly after the war (Pars 35 to 39 ) 
Vye think it desirable, therefore, to fix trie "amount which should be aimed 
»at as tlje cential gold reserve, leafing the fiduciary issue to be settled ultimately 
at suc^i amouii^t as can be.kmd in circulation without causing the central gold 
reserve to fall below the»anToAnt so fixed Wc r^tornmeiid that th(' normal 
miidmum*!)! *hc# tentral •gold leserve to be aimed at should be, m the first 
instance,*/, 1^0, 000, 000 Until this amount has been ?e<iched ami rnamtained 
5 concurrency with a satisfactory foreign ex#hange positnin for at least a year, 
tJn; policy of cautiously re'iucing the uncovered Note Issue should be followed 
Wheii^educ turns liafe been effected, the actiull maximum fiduciary circulation 
m any yc*ir should becoiftc the legal ma:;jimum for the fodywing year, subject 
(^trly to the emergency arrangements previously recommendeci When the 
exchanges are working normally on the basis of a nfinimum reserve of 
/; 1 50,000 OyO,* the. position s^iould .again be revievfed in the light of the 
dimensio'. of the fi<iuciary issue as it then exists (Pars 40 to 42 ) 

We do '< t recommend the transfer of the existing Currency Note Issue to 
the Bank of ]?cn|tlaiid until the future diijensions of the Fiduc’*iry Issue have 
been ascertained Duriiig^the transitional period* the issue should remain 
a riovernment issue, but new notes should be issued, not against (Government 
Securities, but ^gainst Bank of EngkiHd Notes, and, furthermore, when 
q|)porturffty arises*for providiiiff cover for existing uncovered notes, Baftk of 
England Notes should be usccl for tlys purpose also iJemands f^r new 
currency would then fall m the normal way on the Banking Department of 
jthe Bank of I^igland, (i\irs 43 and 44 ) * 

'• When the fiduciary jKution of the issue ha^ bec'li^ieiluced to an amount 
winch experience shows to be consistent with the maintenance of a central 
gold reserve fif /ISO, 000, 000, the outstanding Currency Notes should be 
retired and replaced by Bank^if England Notes of low denomination m 
accordance with the detailed procedure which we describe (Pars 45 and 46 ) 
We have the honour to be, 

IVJy Lords and Sir, 

Your obedient S^lvants, 

(Signed) CuNLiiFE [Chaxrman) 

C S Addis ^ - 

k Et Pkckktt 
John Bradbury 
G C C>^SELS 
Gaspakd F^RiRER 
Herbert C* Gibbs • 

W H N GcfecHEN. 

INC 14 CAPE. 

R W Jeans 

^ ^ A. C PiGou 

G C Upcott {Secretar^ Geo Ff Stewart 

^ ;i5th August, I9lk W. Wallace, 
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Proposed Mqnthly -STATEMp:Nr to be Published bv Banks 
Statement of the avetagc figures oj'thc weekly DalcVncc Sheets during th& month 
of 19„„ 


. Liabilitils. r 1 

Capital— I 

Registered £ j 

Subscribed £ ! 

Paid up . £i 

Reserve Fund i 

Current, Deposit, and othd* A» counts o 
\cceptances . i 

Endorsements, Guaraniccs, and 
other obligations [ 

Notes in Circulation I 


r> Assets. t*) 

Cash — 

(1) Coin, Balk and Cur-, 
rceev Notes anti Bala' xs 
with thd Bank of England £ 

(2) Balances with Lond n 
Clearing Agents and with 
other Banks, Bankeis, or 
Banking Companies in 
the United Kingdom - £ 

(3) Items in transit . £ 

Money at Call and at Short Notice 
Britisrf Bills of Exfhange 
Foreign Bills, Foreign Bank Bills, 
and Domfciled Bills 
Balances abroad . , , 

Investments — ' " ' 

(1) Securities of, or guaranteed 
by, British Government 

(2) Indian and Colonial Govern-^ 
ment ScC'irities, British Cor- 
poration Stocks, British Rail- 
way Debenture and Preference 
Stocks 

(3) Other Investments 
Loans and Advances 
Other Assets 

Bank Prc>^nises . , < 

Liabilities of Customr_rs for Aceep- 
tanccs, as per contra 
Liabilitic-sof Customers for.Encbrsc- 
ments, Ciiiarantees, and other 
obligation'-^ as per contra 
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APPENDIX XI 

FINAL REPORT OF THE COMMITTEE ON CURRENCY 
AND FOREIGN EXCHANGES AFTER THE WAR 

• Terms of Appointment 

1 

The Lords Commissioners of His Majesty's Treasury and th 3 Munster of 
Reoi nstruction have appointed a Committee to consider the various problems 
which will anse in connection with currency and the foreign exchanges 
di^nng the penod of Reconstruction and report upon the sti ps reqiyred to 
bnng'about the ri^storation of normal conditions in due course 
The constCivtion of the Committee will be as follov^s — 

Lord CunYiffe, G B.E., Governor of the Bank of England, Chairman, 
Si*i Charles Addis, Hong-Kong and Shanghai Banking Coiporatio^. 
The Hon, Rupei^t Beckett, Beckett and Company. 

Sir John Bradbury, KCB, Secretary to the Treasury 
G. C, Cassels, Esq , Bank of Montreal. 

Gaspard Farder, Esq,, Baring and Company 
The Hon, Herbert Gibbs, Antony Gfobs and Sons. 

a . K . ,1 e 
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W H, N fiobciiEN, , Chairman of the Clearing Bankcis’ Committee. 
l.^KD Jnchcape op St»athnaver, G CgM G, KCSI, KCIE 


?ank of Australasia 
M A , Professor of Politic:il Ecc*iomy, Cambridge 


Iv W Asq , 

A C PioriU, Iv-,q , 

University 

G St^:wart, Esq , D L , S I , Ex-Governor^ of the Bank of Ireland 
WiiLiAM Wallace, Esq , Royal Bank of Scotland 

(♦ yproir,*()f the Treasury and Mmistiy of Reconstruction, will 
^ act as Secretary to the Committee 

J^iuiiary^ 1918.* 

TJic following words weie subsequently added to the Terms of Reference — 

" and to consider the working of the P^nk Act, 1844, and the constitution 
cijid functions of the Bank of England wifh a view to recommending any 
> altejations which may appeaf to them to be necessary or desirable,” 


On his appointment Js tf'i^ncipal British Rcoaration Commissioner, Sir 
Johji Bn*#lbiyy^resignec^ from the Committee *Mr. B, P Blackett, C B , 
the ('oiyroller of Finance, Treasury, was appoiifted a membeii of the 
('oinmittce Tn his place ^ ^ 

^ Mr Casnsels was prevcnj^ed*by absence in Canaila from attending the later 
^h^ctlIlgs of the Cofimittee • 

Mr • II E Pass, of 4he Treasury, was appointed nn July, 1919, Joint 
Sccretar/with Mr Upcott to the Committee, • •* 


TO.THE LORDS CqMMIS6IOhJERS OF flIS MAJESTY'S 
TREASURY 


My Lords ^ , 

1 We have the honour to present herewith our Final Report on certain 
m. liters referred to us m Jifnuary, 1918, with which we were nfit in a position 
to d('al in our Inti'rim Report in August ^ that year 

2 Forsign Ewc fringes . — We stated m the introduction to our Interim 
l^eport our opinion that a sound system of currency wouAl m itself secure 
equilibrium in the Foreign Exchanges* We have reviewed the criticisms 
winch have been made upon this part of our Report, 4)111 we see no reason to 
•modify our o|4nion *Wc have found nothing in tl*e experiences of the war 
to f.dbify the lessons of previous expcneiice that the^idoption of a currency 
not convertiby at will into gold or other exportable com is likely in practice 
to lead to over-issue and so to destroy the measuic of exchangeable value and 
cause a general rise in all prices and an adverse movement in the foreign 
exchanges 

8 The nominal convertibility of the Currency Note which has been sustained 
by the prohibition of the bxport of gold is of littlo value The weakness of 
the exchanges is in a measure due to trade conditions, but an important cause 
of ^he depreifiation in sterling m New York and othei financial centres is, in 
our ojunion, to be found in the expanded state of cjedit in this country 
'Phe existing expansion is not merely the legacy of the stress of war finance 
and Go^'ernment borrowings, which even now have not ceased, but aj^o, •n 
Dart the result of maintaining rates for money m London tDclow those ruling 
111 other important finantial centres. The difficulties of the Fore^ft Exchanges' 
positior^arc Aggravated by the grant of long term loans and crfi^its, wflether 
dirf^tly orAmder guarantee or otherwise by the Government or by private 
Icnijers, to enable foreign States or their nationals tcApay for exports from 
4his country, ^i'ew of thc^e loans and creditf will be liquidated at an earlf 
date The larf^ payment* tvkich we have*to make to America, North and 
South, for necessary imports of, loodstufTs and raw mSterials from th<%e 
countrjRsf make ^ essential that ^e, in^our turn, should secure payi^ent ift 
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cash for as large a proportioii as possible of our exports, visiblo and invisible 
We recommend therefore that preference should be given to expcjfts to 
countnes which are able to make payment in the ordinary cou rse of trade 

Increased production, cessation of Government borrowings and decreased * 
expenditure both by the Government and by each individual member of 
the nation are the lirst cssenti.ds to reco'^ery These must be associated 
with the restoration of the pre-wai methods of controlling the currency and 
credit system of the country for the purpose of re-c‘fetablishing an early 
date a fiee market for gold in London ■' * 

4 Bank of England — The principles of the Bank Charter Ait of 1«44 were 
fully considered by ns in our Interim Report We have examined with car#" 
the opinions there ^wpressed in the light of certain criticisms which have 
been made with regard to them Wc sec, however, no reason to alter oir 
conclusions Wc have again copsi 'ered the principles governing the banking 
systems of the principal foreign countries and we arc satisfied that they 
are not so well adapted to the needs of this’ country as those contai^'ed in 5 
the Act of 1841 Certain important alterations yhich expeiience suggested 
to be desirable h.ive been iJaide m the constitution and management of the 
Bank during the war, ard wc do not now think it neccssaiy tO make Any 
further recommendation 

5 Government Borrozving<; on Wuv^ and Mean<^ Advances from th^ Bank of ^ 
England — We desire to draw attention to the extensive use made during the 
war of the system of Ways and Means Advances fropi tlic Bank of England 
We referred to this ^.latter in paragraph 16 of our Interim Report and explained 
its effect in causing credit and currency expansion The powers given to the 
Government by Parliament to borrow from the Bank of England in the form 
of an overdraft on the credit of Ways anil Mcaas were, as the name implies, 
intended to enable the Government to anticipate receipts from Revenue or 
permanent borrowings for a brief penod only Indeed, P«jp*liament, by 
expressly providing that .dl such advances should be repaid in the quarter 
following that *n which they were obtained, showed that it had no intention 
of bestowing upon the GovernmenJ^ the power of securing an overdraft of 
indefriite duration and amount Lnder the exigencies of war finance the 
Government founl it necessary to re-borrow m each quarter on the credit cl 
Ways and Means the amount needed to enable them to comply with the 
statutory requirement lhat the previous quarter’s Ways and Means Advances 
should be repaid, with the result that the total outstanding advrnces remained 
for a long time at a liigt hgiire We are glad to see that efforts are now being 
made to reduce this ovcrdiaft to more moderate dimensions 

We, therefore, hope now that conditions are less abnormal, that the Govern- 
ment will coniine its use of Ways and Means and Advances from the Bank of 
England to providing for purely temporary necessities Such advances afford 
a legitimate method of tiding over a few weeks’ shortage, but are entirely 
unsuitable for borrowings over a longer period. 

6 Firetgn Banks — Several of our witnesses have called attention to the 
conditions under which it is open to foreign banks to establish themselves in 
this'Tountryx We suggest that this is a matter which should receive The 
early attention of Hijr Majesty's Government 

Scottish and Irish Banks — We have now taken evidence in regard to the 
application of theMrecoinniciidations m our.Jntenm Report to Scotland and 
Ireland IhU4>tatus of legal tender was given to the notes of the Scottish 
and I?ish Ba^uKs of Issue as an emergency measure to tide ovc-r the period 
at the outbreak of war when a serious shortage of currency wasUhreatened, 
a condition of affairs i which no longer obtains Some of the witnesses on 
behalf of the Scottish and InsI^ Banks showed a marked desrc to retain thp 
privilege of legal tender status fJi: their notes In our opinion, the grant 
ol’egal tender staters could not be given permanently to the notes of Scottish 
and Irish Banks except under statutory conditions similar to those riy bodied 
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in the Bank Act of 1844 ^The evidence before uS indicates that rather than 
be subj^'cte<i to buch (ondit^ns the banks w^puld prefer the restoration of tlic 
,pr<S*var states acci^rdmgly recommend tliat the ^pre-war status be 

restored We iurther recommend that when the positioy which we con- 
template in our Intenm Report is ultimately reached the cover held by the 
Scottish ^ncijTrish Banks for they excess issue shal^ take the form of any 
legal tender a* that time in existence 

•* ^ ^urrettc'/ ^ote J'isfie — We have considered whether steps should not 
be t^en at an early date k) impose limitations upon the fiduciary portion of 
tile Curri^icy Nfte issue with a view to the restoration of the normal arrange- 
n| 2 nts under which demands for new currency d^ierate to reduce the reserve 
in the Banking Depaitiiient of the Bank of England Ri view of the fact 
tlRit demobilization is approaching completion and that, as *we Ifbpc, fresh 
Government borrowing will shortly cease, #ejonsider that effect should now 
be ^ven to the recommendation made in our Intenm Report that the actual 
•inaxii^ini fiduciary circulation in any year should become the legal maximum 
for the following year, subject only to Ihe emergency arrangements which we 
proposed yi paragraph of our Interim Repeft 'I'he policy of placing 
Banlc of J^ngk^lid^Notes in*the Currency Note Reserve |s cover for the fiduciary 
portion of Itie issue as oiipoitunily arises should, of course, be cofitinued 
■'We recominend further lhat’the Treasury* Minute made under Section 2 of 
tti? Cuirency and Bank Nfttes Act, 1914, providing for the issue of Currency 
Notes ‘to Jouit Slo^ Biliks, which is in f<Tct inoper.itivc, should now be 
v^thdrawfi • 

The Committee wish to place on record theft' deep sense of obligation to 
Mr G C llncott, who served as Secretary to the Committee from the 
beginning *nth untailmg 7e<d,*knowft!dge,*aiid ability They are also greatly 
indebted tc Mr If 4i Eass, who was ajipomted Joint Secretary with Mr. 
Upcott, m Ji^lyw 1919, and rendered important and efficient service in the 
closing period of the Committefi’s labouti • 

Wc havc#the honour to be, 

My T.ords, 

Your ojiedient Servants, * 

(Signed) ( UNtiFFK^fC/iatrumn) 

C S Addis • 

R ^ Beckkit 

l^^siL P Blackltt 

. Ga^akd Earrkr 
Herbert C Gibbs 
W H N Goschen 
Inchcape 
R W Jeans 
A (' TdGoii 

E Stewart 
W Wallace 


3rd December, 1919 

• . . • 

• ^ Subject, as regards^the recornmendations of paragraph*?, to j;he following 

reservation--^ t 

Ha%in^ regard to the evidence given by the witnesses fron» Ireland, the 
pib-war status should not be restored in Ircl.ind until the Go\efnment 
consider the time opportiimi. _ * 

• ‘ (Sigyed) Geo F. Stewart. 


fr C UPCOTT 
' LT K T7Atc 
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APPENDIX XII 

DECLARATI6N BY THE SUPREME COUNCIL OF TIiE PEACE 
CONFERENCE ON THE ECONOMIC CONDITIONS OF THL WORLD 

(As Approved by the Supreme Council on oth Marck, 1920) 

The Supreme Council of the Peace Conference has taken into considere*;ion 
the causes which combine to produce the present high cosf of lu'ing, an ] 
now thinks it desirable to publish the following declaration— 

1. General StaterHent of the Position — The war which the democracies of 
Western Europe were forced to undertake in defence of their liberties, and 
which they have carried to a tnuiftphant conclusion, has necessarily entailed 
the disorganization of the whole economic position of Europe 

This disoigamzatioii is reflected m the rise of prices which is at present the 
source of universal discontent among the pe'^plcs'' belligercnf and neutral 
alike History shows thutdiigh prices are the inevitable result of* war, and 
111 comparison with mott wars the present situation is far from abnormal 
In the Napoleonic wars, prices in England rose 75 per cent , ana took eight ^ 
years to become normal arain In the American Tivil War Amenv^an prices 
rose 100 per cent and took twelve years or more to beccnie normal. As tfie 
result of this war, the^most gigantic of all in the history of the world, g^cncral 
wholesale prices (as’ distinct from tne cost of living) have advaiicecl sme 
1913 approximately as follows — 

The llnited States . 120 per cent 

Great Britain . DO ,, ' 

France .... 300 ,, ' 

Italy . . . 300 ,, 

^ Belgium- . . '300 

Many causes’ contribute to this rise in pruos, bilt they may all be U'gardcd 
as directly or indirectly the conscqv^'nci s of war. For nearly live years the 
energies of the people have been diverted Pom the worl df prod xtion to 
the work of destl action ; for nearly hve years the creation of new resourced 
has been stopped and the resources of past generations consumed or destroyed 
To feed and equip thconations engaged m (his struggle, their Governments 
had to mortgage the pro^ap^'ctive wealth of their countries in the Ibrm of credits' 
or paper money. Th(ft excessive creation of these tokens of prospective 
wealth, as compared with the volume of real wealth, is indicated by the nse 
in prices 

Nothing but the hard necessities of war could have justified or excused this 
procedure Its dangers are obvious Public appreciation of the ni'cessity 
of maintaining a strict balance between normal levenue and expenditure is 
weakened, and the ordina’'y individual is misled by the illusion of prosperitv 
to believe that there is an increase m real wealth and an abundan''e of 
available supplies, and is encouraged in habits of extravagance , 

Gbvernmci t action may mitigate or disguise some of the effects of the 
rise m prices, but it cannot rmnove the root cause', which is the destruction 
ofc wealth This loss of wealth is, after all, but a small matter compared with 
the sacnfice of lit*, which was freely giveb during the war to overthrow^ 
mihtansm and'tc-establish national liberty in Europe * But its effects can only 
be hcMecl by^thc passage of time, and the people of liurope, if Ihey wish to 
cxpcdiie the process, must contribute to the works of peace the same arifour 
and devotion as they gave to the prosecution of the war In the subjoined 
review of the 'position the Conference indicates the hnes on wh^ch it considers’ 
that a solution of the problem ciln best be fo^ndr; but it is vain to expect 
thfit the result of the war can be eliminated^ by a stroke of the pen ^ 

1 2. Peace not yet Pc-established . — Af present Europe is fjv front tiaving 
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returned to the condition^ of complete peace Russia is stated to have in 
the hvsld arirmies of , 1,500, t/00 men or moiuc, and the disbandment of these 
o aiWines is, oiVour«je, a pnyiary condition of European peJtce But many also 
of the countries which have been created or enlarged as the outcome of the 
war have s\ill the appearance of armed camps ; and not less than 1,000,000 
nien aroi under arms in Pohiiid, Rouinania, and the new States created , 
^out of Au stria- Himgaify. Moreover, although armed conflict has ceased, 

'• tlie^muti**,! Vn^alnes and antipathies which are the natural legacy of war 
stilh dominate many of thfe nations of Europe, and are leading to the erection 
j>f artihlial economic barriers which must seri,pusly hamper, if they do not 
jjutirely prevent, the restoration of the common prosperity 

The first step to the reconstruction of Europe is to conlplete th(^ process of 
A’ mobilization m all countries, to resume the full ernployihent in peaceful 
pursuits ol the whole of the able-bodiei? population and to encouiage by 
e\Ary means the normal mtei<iliaiige of their jirodiu ts Fiitil peaceful eon- 
'* ditioT^'s have thus Ixusi resuintd in evety bianch of hie, luirope, which has 
suffered so terribly duiitiVtlH pa-.t years of stiife, will continue to suiter 
tiupi the*restjessness amj lack of conlidence whicfi is the natural consequence 
of the iijjheavai through wliieli she has passed » ,, 

3 hicreche oj Production —Liberty has, indeed, been preseived to Europe, 

* and the threat of military domination is i^one 'jhis great achievement has, 
libwever, left vict'^prs and vaiiciuished alil^^ impoverished and enfeebled. 
Death or disablement lyss removed fiom the work of 'production millions of 
#nen in t?ie prime of life , and millions nlore have had thrtf eriicieiicy impaiied 
by sulferings on the fiekl of battle oi through pestilence o^ privations at home. 
Instead of halving the assistance of th<‘se sons, eacl\ country has to provide, 
in the me 'ft gemVous measure* possible, fot the maintenance of the maimed and 
for the fa»u.hes of tlfe fallen, and this mii-.t for many years to come be the fir.st 
chaigc on tt^e Jiational incom^ Meainyhile those who remain have not yet 
recovered the former habit ot industry,* <ind havo not yet r^-adjusted their 
standard of output to coihpensate for the reduction of houPs which public 
opinion in all countries has demanded, jmd is securing At the same time, 
of the m.achmc*iy vhich might h»ive made good these deficiencies much htjB been 
destroyed, and more has been worn out, no adequate renorals being possible 
during the war In particular, all means of transport have been disoi|;amzed, 
and the efhciency ot the railway systems has been i«niversally impaired 

* ^ I'o these gctieral lo'^ses must be added the special wlisturbances of production 
111 each country For examiile, a large poitmn of t\e most fertile territory, 
more especiayy in France and in the North of Italy, has been devastatecl , 
while m France also industiial centies and mining areas, of vital importance 
to her industries, have been ctmiphdely destroyed and will not be able to 
resume production for years to come In Belgium, similarly, the n.itional 
industries suffered greatly during the period of occupation Germany, on 
the other hand, has its industrial establi«hments mtact, but is paialysed by 

* lack^of capital and credit, and by the disorganization bred i)f defeat^ while 
in^the case df Austria these conditions have led to the complete breakdown 
of her economic life. Russia has passed through all the throes*of civil ^rife, 
and IS still the victim of confusion and anarchy Ea(?li country suffers from 
a diffotent difficulty, but each contributes its share to the common de|icb» 

In agriculture, Russia, whicli before the war was the most important 
. * granary of Europe, and of whose products Europe is m such fidbd, cither has 
not beyi prJducing at all or haj not been able to exchange with Jjer neighbours 
^al(l^il products as she has '* 

^oumania, which before the war exported annually^over 6,000,000 quarters 
•of wheat, has altered her 'iystem of land tenufe, and is now ceaSmg to produce 
more than suf^ces for thfj^irrwned^ate neethi of her own population , indeed, 
on the 1st December last, it was stated that only 530,000 hectares had l«en 
sown ^compa r|d with .pi anniiaj avi r,y,m befoie the war of 1,000.000 hectares, 
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though some improvement has since taken place Other countries again, 
such as France and Germany, wliiich were largely self-scppoi tin", are unable 
at the present moment, owing to the devastation <,f the land, the destruebon 
of buildings and machinery, or the lack of capital and fertilizers, to produce 
more than a fraction of what is required for their own needs, and have been 
increasingly driven to compete in the worid market for the linateo supplies 
now available 

Again, m regard to coal, pioduction in every country has been decre.<,scd, 
the approximate figures of output in metne tons for 1913 and 1919 respectively 
being as follows - ^ 


I'-mtcJ Kingdom 
France (including Lorraine) 
Germany * (e\cludin{^ baar 
and Lorraine) . 

Ihiited States of America . 


1913 

292.000. 000 
44,000,000 

173.000. 000 

517.000. 000 


1919 

234.000. 000 
22,000,000 

109.000. 000 

495.000. 000 


Although detailed st^itistics are not available, •'^uch inSr latlbn as we 
have go'es to show that the output of factories and manufacturirg ibdustnes 
throughout the woild is below Mie standard which prevailed before the 
war, and far below the di^hiands now made upon* them dhe net result , of 
under-production arising from ^ hose various causes is dn acute short ige of 
the essential suppl;(‘s on which the »'Cononiic life oi* Jhirope depends 

This situation requires to t‘e met with the same courage as was displaypii 
on both sides duriitg the war The energy which was then thrown into the 
production of foodstuffs* mint be nwived and redoubled in order to restore 
the situation It must be made a point of honour with the tilleis of the soil 
in every country to show that peace can evtract from nature more than war 
Europe must ‘ake measures to pn vide hers'df more largely With the food 
she reipures in order that she may resume her fi^ll activities, and much can 
be effected it the necessary prepanitions arc made without delay 

In^ rc'gard to industry generallyf* each Government mu'^t lake steps to 
impress on its ])eople that the limitation of pioduction directly fik-^isls tl;^ 
upwarc* movement of prices, and that it is liy increasing production that 
they can best help to solve the problem Every proposal which may assist 
111 this direction cleservc's the closest attention ^ 

Governments must cyoperafe m the reconstruction of the common econoims 
life of Europe, which is vitally inter-related, by facilitating the regular 
intei change of their products and by avoiding arbitrary obstruction of the 
natural flow' of European trade i 

The Powers represented at the Confc^rencc re-alfirm their determination 
to collaborate with a view to the execution of these aims 

4 Increase of Consumption - - Meanwhile, instead of restricting the standard 
of consumption in view of’this shortage of supplies, there is a general tendency 
to make heavier and heavier demands for the limited quant'ties of '^oods 
that, are avp.ilable The increase of consumption takes the form of' an 
intensified demand fo* commodities of every description The demand not 
only for foodstuffs, but for clothing, boots, and other manufactured articles, 
is*in 'Taost countries far in excess of the supply, while luMiries of eve'fy kind 
command a.y^;idier sale than at almost any previo;is period 

Th(i general extravagance now observable throughout the^ world is a 
phenoiTienon'^which has almost invanably for.'owcd m the footsteps ftf every 
great human catastrophe It is well known to those who have lived 9n a 
district which has suffered frem earthquake, and the history of the gV^eat 
plagues of Europe amply illustrates it, and tcre^ results have always beefi 
ecf^nomically disast’-ous for the populations afieeftd It muO't be one of the 
first aims of each (k)Vcrnment to take suci: measures as appcdr apptopriate 

- , f. iX 

^ E <das,vc of ligu'tc. 
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to the circumst;ances of its own people to bring home to every citizen the 
f. 4 .t that ff'r the tiijie bein^, until supplieu*are increased, it is by diminished 

• citflsumptiorf and hinscl fish denial that they are best abtft to help themselves 
and the world,* and that extravagance increases the natioAal dilhcultics and 
penis , 

5 Cr9dit :§nd Currency Inflatum — The immense increase m the spending | 
.power of Ei^rope whicli is reflected m this extravagance has been brought 

• abemt by*tred.Tt and currency inflation duiing the war Bioadly speaking, 
the general level of prices may be said to be the expression of the latio between 
i^eudiii}* power on the one hand and the volurtje of pusrhasable goods and 
Vrvices on the other In order to priisecuU* the war, ]iarticularly in European 
countries, every Government found it necessary to inn?vise^ the ^amount of 
currency in circulation Unable to raise suifieieut funds by taxation and by 
loans from re.d savings, they were compelA^e' to nsoit to borrowing from the 

^ banks^ and the use of the printing press Additional spending power was 
thus placed in the hands ol the public at a time when the volume ot puiLhasable 
goods was being reducuVl** i'or example, tln^ ^ote circulation h.is giown 
appro x'lmtitc'y 4 ^s follow.s— 

In tjlie United Kingdom from ^^30, 000, 000 m 19i»3 to nearly £459,000,000 
at the end of 1919 (Al|Out £120,000 000 of the latter figure takes the 
^placc of gold coins in curiikition in 1913) , » 

France 1 froai /;230,000,000 in 1913 f^i £1,500,000.000 m 1919 , 

In Italy’ from £1 1'i.OOO.OOO in 1913 to £700,000,('<)0 m 1919 , 

• In Belgium’ from £40,000,000 in l9l3 to ^200,000,Ot'A) in 1920 , 

While the war debts (which are closely connected wifh inflation) amount, 
in the case c/ the^ United Kingdom^ to over £7,000, QOO, 000 , 

In k Vnee’ to /, 0,750, 0(A), 000 , * 

In ItaU ’ to £2,*750, 000,0(30 , » 

In Gero^liny’ (.ipart froiUjliabilities for repaiation) to £9.500,000,000 , 

In the United States’ to £5,000,000,^)00 » * 

The total war debt odthe world is apjn-oximately £40,0(A),()00,()()() 
Throughout luirope, prices at jnesfjut are, with fmv exaejOions, paper 
prices <Kut gcAdipiicc's have ^alsc) risen, that is to say, gold has a 4ower 
purchasing powcT than it h.id before the wai this is thv> inevitable lesiilt 
of the many economies which have been etlected in the use of ^^old for 
monetary purposes, and, on the other h.ind, of th» clispeisal of stocks of 
*gold previously hc'ld m J'nrope and then excc'ssivi^' accumul.ition in other 
countries Thus, in the Unitc'd States, althohgh th3 gold standard remains 
effective, prices have advanced 120 per cent over the ])rew\ar level As the 
purchasing power ot gold is ultimately the measure of puce, it must lie 
obvious that this change is itself responsible for much of the increase in the 
price of commodities, when expressed in terms of the currencic^s of all 
countries 

A considerable part of the use in puces in Eu!o])o is due to tins depreciation 
of g»ld, but^there is an additional depreciation due to exce ssive icKues of 
paper currency The continual expansion of paper issues with its necessary 
consequence of continuously depreciating exch<uig<‘ yrcvt iits Uhe graTit of 
the commercial credits leqiiired by the situation, ami thus fatally hampers 
the reslimption of intei national commerce > 

, It IS essential to the recovery df Europe that the manufacture of additional 
paper money and Government credits should be brought to ajihnd, and this 
must l:t ef|j?cted as soon as th^ war expendituic has been terminated * 

O Profitcenne; — Excessive profit malung, commonly known as profiteering, 
hasi resulted from the scarcit\j of goods Deflation find a check upon the 
Continuous risS of prices w^l do much m iC^elt to end the c'onditions thnt 
make profiteering possibV »But, it is essential, in order to obtain the 

’ No-'^^f.^The nat^nal currencies have m each ease been converted into sterhng at approximately 
par of e'xchange * ^ ^ 
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co-operation of all classes in the increase of production, that each Govern- 
ment should take such steps as We appropriate to the icircunij-.^ances of -its 
own people to assiire and guarantee to the workers that the ourdens that * 
they are called ii^on by their efforts to remedy are not aggravated by those 
who would exploit the economic difficulties of Europe for their u vn persoail 
ends. -* r ' 

7 Restriction of Government Expenditure. — Demobilization has been effected 

by the Powers represented at the Conference af^ a far speedier ’rate s.han * 
c ould have been anticipated, but heavy abnormal expcndituro resulting irom 
the war still requires to be m'^t (particularly in connection with the restoration 
of tile devastafed areas) Such charges must be regarded as part of the 
Well burdun, bet in order to stop tlie process of inflation and to start the 
process of di'flation, the necessary measures must be initiated by every coiinti v 
to balance recurrent Govet nme.it' expenditure with national income and to 
begin at the earliest possible moment the leduction of the floating debts . 
The best remedy of all is that di'bfs should be reduced out of lyvenue, but in 
so far as this is not possible, floating debts should he consolidated by means 
of long term loans raised out of the savings of tho people, oaiid u is out of 
the saviLgs of tho people' that any fresh capital expenditure must ^e provided 
The Governments here represented have undertaken the consideration of . 
the measures required foruhis purpose i « 

8 Restriction of Private Expenditure — But private economy is 119 L h'ss 
urgent than econopiy m Government expenditure ^ It is only by means of 
frugal living on the part of aM classes of the nation that the capital can be 
saved which is urgently recjnired for the repair of war damage, and for 
restonng efficiency to tlye equipment of industry, upon which foitiire produc- 
tion depends It is of the utmost importance that it shoiild be In ought home 
to every citizen in each country tlmt just as in the war their private savings 
made availably for the Government goods and services urgently needed for 
tlie prosecution of hostilmcs, so in the period of reconstruction, economy 
by individuals will reduce the cost of essential articles both for themselves 
and for their fellows, and will set fi<^e capital for the reconstruction of their 
country and the restoration of the machinery of industry throu^iiout th*^ 
world , 

9 Collapse of Exchanges — Commercial intercourse, on the resumption of 

which the recovery of the world depends, is governed by ^ he fotcsgii cvcliaiiges,. 
and most of the foreigjU exchanges have been to a greater or U'ss extent 
disorganized during tlte past year The discount of European currencies 
on New York approximately stands as follows-- « 


Pound steillllg 
Idanc (I\uis) 
l-'ranc (Brussels) 

Lire ^ . 

Mark 


(il 

()2 

72 ' 

96 


The state of the exchanges does not reflect the true financial situation of 
the countnes concernW, provided their industrial life can be resumed. It is 
in part the result of depreciation in the purchasing power of the several 
cihreiccies, but in part it results from the failure of exports Many countries 
are temporajily dependent on the importation of food, raw material, andj 
other Tieccssancs, and are not m a position to export nearly sufficient to furnish 
the requisite^ means of payment. The result has been siwere conipctition 
for the very limited supply of bills of exchange which has forced dowit the 
rate of exchange beyond the ppint which properly represents the purchasing 
^ower of currencies in the buying and selling rotmtries In the degree in 
which rates of exchange arc so forced dov n, tTie )^nces of imports are forced 
up and the prices of food and raw material increased The ultir»u^o cure 
IS to rjise exports to the requisifi* jiRioun-^^, and thi'. should be impTessed on 
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the liadmg communities ^affected, but it is no't immediately possible to 
mcreasf; exports sulhciently^ and unless steps are taken to lurnish a substitute 
thtj^isituatioiiwill ffdpidly jDccomc worse. It is there forc-^ urgent to obtain a 
temporary balance of trade by means of commercial credits accompanied 
by the reduction of all non-essential imports to an absolute minimum. 

>10 of Oerfd —Attempts to mampul^ite the exchanges by | 

Government action will only retard ultimate recovery. Meanwhile, means 
liiust be fi)u-?id to prevent the breakdo^vn of trading operations At the 
present moment, the Governments of Europe arc not in a position to furnish 
niore (h vernmint loans, except to a very limited )exten,t for the purpose of 
I'jftlieving extreme distress, and State aid in this matter would be at the best 
entirely inadcipiatc It is from the resumption ol comi.lcrcial credits that 
the necessary means must be found for securing the interchange of the 
resources of the world, and the Conferenc.< i,s assured that such credits will 
be tot thconiiiig as soon as Goveinments have taken steps to strengthen 
•confidence in their commerciar and financial policy 

The* Powers represented a,t t)ie Conference recognize, however, the nccessitv 
of continv^d collaboiation in this matter, and tl^iy will continue to consult 
together regabliVig the “provision and distributioiv of the necess.iry raw 
materials aid loodstiitfs with a view to the oaily resumption of normal 
conditionsj * ♦ 

They recognize, fyitheO tlu' s])ecial positi^ni of the devastated countries, 
and particularly ot Fnipce, having regard to the widespread devastation 
\yhich luTtcriitory has sultered, the conaxpuait diminut..*h of her immediate 
lesources, and the heavy capital expenditure which she must incur m restoring 
the damaged areas The restoiation of the devast.itcd areas is of primary 
impoitan ^ to the rcconstruc.'ion of Iuir<ype 

They h.l^ ^ also hdd under i onsuleratipn the special position of Germany, 
where entcij^fise is at present paialj^zed and the possibility of obtaining 
commercial credit closed, by reason oCthe fact that her obligations for 
ie])aratic)n aie still totally unknown It is most desirable, tterefore, in the 
interests of the Allied rountiies, no les^ than in that of Germany, that at 
the earlu'^ pos^ ble moment tlii' total ol the reiKuation payments to be mack' 
lyy Germany under the Tieaty of Viusailk's should be' trod, and that, in 
accordance with the terms of the 'treaty and the n'ply of the Alked and 
Associated Powers to the Gei man didcgates dated tic Pith June, 1919, she 
«diould be enrbled to obtain essential foodstuffs anil taw matcui.ils, and, if 
Accessary m the opinion of the Peparation ('ammis^on, should be allowed 
to raise abroad a loan to meet her immediate needs, of such amount and with 
such priority as the Keparation Committee may deem essential In the case 
of Austria, the Powers here i.5presented recognize that even more active 
assistance may require to be given 

11 Need for Co-operation of all Classes —The n*vicw which the ( onforence 
has made ol the situation indicates that the iiroi(>ss of recoveiy of Europe 
must necessarily be a slow one, which cannot be expedited by short- ants of 
any description It can, however, be most seriously hampered by the dis- 
location of production by strikes, lock-outs, and iiiteriuplions if work 5f all 
kinds The civilization of Eutope has indeed been shaken and set back, 
but It #s far from being irretrievably ruined by the tremendous struggle 
through which she has passed. The restoration of her vitality now depends 
•on the whole-hearted co-operation of all her children, who 1 i\e it in their 
own power to delay or to accelerate the process of recoiistruciirin It is the 
hope of cv^ry Government that improved conditions of livelihood and of 
employnicnt may be assured to the workers d o s- cure this result, each 
mdividual must contribute hisT>est cffoits toTlie restmation of his country, 
Taking the All^pd Countn*;? as a whole, recovery of industry has been 
remarkable. Nearly eighteen months have ])asscd since ho-,'tilities terminat id, 
and J:b » ,Tcactioe Which necessarily followed the tense strain of the war ss 
' * * ' 
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gradually passing The citizens of every country are once again resuming 
the normal occupations of hon?e life, and in their renewed labours the 
Conference sees a (\\ear sign of renewed prosperity ^ ^ 

12. Summary cj Conclusions — In view of the ’^above corsideiations, the 
Supreme Council, after a careful survey of this vitally urgent problem m all 
its aspects, agree upon the following recommendations with a'^'view tot'\e 
amelioration of the present economic difhculLies of Europe — • 

(1) It IS of paramount importance that peacb conditio-'.s , should be, 
fully and completely restored at the earliest pi'^sible morneiit throu^liiout 
the world In o^der ti" achieve this object it is desirable- - 

(а) That peace and nftrmal economic relations should be re-established 
as soon as j)03sible throughout Eastern luiropc ; 

(б) ‘That armies should everywhere be reduced to a peace footirj, 
that armaments should b^^ Imiited to the lowest possible figure com- 
patible with national secunty, and that the I^eague of Nations shouh’ be 
invited to tonsider, as soon as possible, jirojxisals to this end , 

(c) That the .States which have been crcal-ct! or enlarged as thc'Vcsult 
of the war should aC once re-establish full a‘iid friendly co-operation, 
an4 arrange for t);e unrestricted interchange of coniAoliities in order 
that the essential unity of European economic life may not die’^impaired 
by the election of artificial economic b<irncts 

(2) Not only the Government of each country, but all those engaged * 1.1 , 

the task of production m every land, should give im*incdiatc attention to 
the execution of all measures whmh will contribute to the full nfsumption 
of peaceful industry, to tl/e encouiagemcnt of better output on the part 
of the workers ifi every country, to the improvement ot machinery and 
means of transport.ition, and the removal of such disturbing factois as 
profiteering. 

(3) Each Govenimcnt should at once consider means for lyrgmg upon its 
nataonals in every rank of life the vital ndcessity of suppressing extrava- 
gance and ’•educing expenditure, so as to bridge the gap which mu-t for 
some years exist between the demand for and tlie supply of essential 
co-nmodities 

(4) It is essential that early steps be Caken to secure the deflabon of 
credit and currency (a) by the red’mtion of recurrent Government expendi- 
ture within the limits of revenue, (6) by the imposition of such additional 
taxation as is necessary to secure this result, (c) by the funding of short 
term obligations byihncan^- of loans subscribed out of the savings of the 
people, and (d) by the immediate limitation and gradual curtailment of 
the note circulation. 

(5) The provision of raw matcnals being essential to the restoration of 
industry, means should be found by which the countries which are m present 
conditions of international exchange unable to purchase in the world 
markets, and so are unable to re-start their economic life, can obtain 
commercial credits It will be possible to achieve this when the countries • 
have made the reforms indicated in the foregoing paragraphs 

^(6) The Powers represented at the Conference recognize the necessity for 
continued co-opcridion between the Allies and for removing obstacles to 
^the easy interchange of essential commodities They will continue to 
ccjhsult togethe- regarding the provision and distribution of necessary raw 
materials'^and foodstuffs with a view to the early restoration of normai 
coiiditions. 

(7) Ihe^Powers represented at the Conference have given careful Attention 
to the special caso of the devastated regions, and more particularly of 
Northern France. The restoration of the^ areas is of primary importance 
for the re-estabhshment of the economic efjft^fibnum of Europe and the 
1 resumption of frormal trade conditions'^ It is evident that the large sums 
, required for this purpose cannot be provided out of cur’-ent rc^^urmc, nor 
c . c , u ‘ 
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can the work of resloiation be postponed until the reparation due from 
ticriftany'^nder tjie Trcftity of Peace Itis been received Under these 
ctreu instances tlfe Powcj;s represented at the Conference recognize that the 
capital sums Acquired for this restoration may properly bc^raised by market 
Joans in riiticipation of the reparation payments provided by the Treaty, 
and tl/nt t’ie restrictions which they desire to see pJaced on new borrowing 
, do not apgly to loai^ and credits raised for the purpose of meeting this 
atmormfR capital expen^ture 

^8) The Powers •represented at the Conferen^ have taken under con- 
•sidcrafton Article 235 and cognate articles of ^hcITieaty of Versailles, and 
\the passages in the letter addressed on the Idth June, 1919, by the Supreme 
Council to the German Peace Delegates, which contemplate^ thai, Germany 
*shall make proposals for fixing the total of the payments to be made by 
l^er by way of reparation, and that facflikes may be given her to obtain 
ncc<^ssary foodstuffs and raw materials in advance of payments being made 
by«\My of aeparation ^ The Powers arc agreed that it is desiiablc m the 
interest ahko of GeinJan^^ •find of her creditoig that the total to be paid 
by heritor ^rc^aratioiu should be fixed at an early date They observe 
that i»id(;r the Protocol to the Treaty a period df four months irom the 
signature of the Treaty w^s provided (hiring which Germany should have 
. Jhe nglft to make prof^iials of the kina referred to, and they arc agreed 
tha^ in the circumstances as they exist* to-day such period should be 
extend^id.'* • • 

Whitehall (Gardens, S W 1, 

Sth ^larch, 1920 
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GOLD MINE ACCOUNTS AND COSTING, A Practical Manual for Officials, 

^ Accountants, Book-keepers, etc By C W TAh- In demy 8vo, cl^th 
gil^ 58. net. 

THR ACCOUNTS OF EXECUTORS, ADMINISTRATORS, AND TRUSTFJES. 
With a Summary of the Law in .so far as it relate^ to Accounts. By 
William B Phillips, A C A (Hons Inter and Final), A (' I S. Fourth 
» Edition, •Revised In demy 8vo (zloth gilt, 150 pp 5s. net * 

TACTICAL ROOK-KEEPING. By Geo Johnson, F C I S® In crown 8vo. 

cloth, 420 pp 68. nit • • 

RAfLWM ACCOUNTS AND FINANCE. Railway Companies. (Ajcoiint^ and 
R^unis) ‘Act. 1911 By Allen E Newhook, A K.C. In demy 8vo, 
cloth gilt, 148 pp 5s. net. , <n ^ • 

n^ ^ ECIATIOJ^ AND WAjST4NG ASSETS, and tluir treatment ip. com- ^ 
putmg annual profit l6.‘vs J3y P D<j Leake, F C In demy 8v(j, 
cloth gilt, 257 pp. 158. net • 

, COMMilmNAL G^DWIIJi. Its Histor];, Value, and Treatment 111 Accounts, * 
By the same auth(jr. V demy 6vc^ jloth gilt, 260 pp. filSj net. 
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ACCOUNTING. By^S S. Dawson, F.C A. ; and R. C. ISe ZoifciiE, F.Cf.A. 

In demy Svof cloth gilt, 290 pp. lOs. 6d. net. * 

MANUAL OF CO^r ACCOUNTS. By Julius Lunt, A.C.A. (Hons). U 
f demy 8vo. cloth gil#, 124 pp. 68. net i ^ 

MUNICIPAL BOOK-KEEPING. By J H. McCall, RS.A A. In demy Svo.. 
cloth gilt, 122 pp. 78. 6dl. net ^ ' 


; BU3INESS TRAINING 

LECTURES ON BRITISH COMMERCE, including Finance, Insurance, Busi- 
ness, and Industry By the^T Hon Frederick Huth Jackson, G. 
Armii’age-Smith, M a., D Bit , Robert Bruce, CB, Sir Doug1/AS 
Owen, W. E Barling, J J. Bisgood, B*A , Allan Greenwell, S.,< 
James Graham. With a Preface by the^.IJoi^ )V Pem^er Relves. 
In demy Svo, cloth giU 295 pp 7s. 6d, net* 

THE THEORY AND PI^ACTICE OF COMMERCE. 'Being af Complete Gliide 
to Methods and Machinery of Business Edited by F Heel^s.^F CIS, 
assisted by Specialist Contributors In def.iy Svo, cloth gilt^ 620 pp , ; 
with many fa^'simile forms 6s. net Also in 2» ^ols , each price 3s. 6d. neti 
THE PRINCIPI 4.S AND PRACTICE OF COMMERCE. -"By James St^.’hen- 
son, M a , id C^/n , B Sc In demy Svo, doth ^ilt, 650 pp«, v«tfi many 
facsimile fcA.ms lOs. 6d/ net ' 

THE PRINCIPLES AM) PRACTICE OF COMMERCIAL CORRESPONDENCE. 

By the same Authoc. In demv Svo- 320 pp 7s. 6d. .net ^ r 
THE PRINCIPLES OF COMMERCIAL HISTORY. B#' the s«mc Author, 
In demy Svo, 279 pp 78. 6d.*net 

THE PRINCIPLES AND PRACTICE OF lOMSIERCLM, ATHTHMETIC. 

ByP W Norris, M A*. B Sc (lions) In demy Svo, 452 pp 7s. 6(1. net. 
MODERN BUSINESS AND ITS METHODS. A ll anual of Business Organ- 
nation, Management, and Ofhce'j'rocedure for Commercial Students and 
Business Men. By W Campbell, Chat^iered^Secreiar‘/ In clown Svp, 
cloth, 493 p^. 7s. 6d, net Also in 2 vols , each 38, 6d. net. 
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< » I 

INSURANCE. A Practical Exposition for the StiidniL and JJusiness Man. 
By T. E Young, B A , F R A S. With a Practical Section on Workmen’s 
Compensation Insurance, by W. R. STR(?i<(Or*F I A , and the Motional 
Insurance Scheme, by Vyvyan Marr,®FF.A^ F I A. Third Edition, 
Revised and Enlarged. In .demy Svo, cloth gilt, 440 pp. lOs. 6d. net 
INSURANCE OFFICE ORGANIZATION, MANAGEMENT, AND ACCOUNTS. 
T. E. Young, B A , F.R A S. ; and Richard Masters, A.C.A. ^cond 
Edition, Revised. In demy Svo. cloth gilt, 150 pp. 68. net. 

TALftS ONr INSURANCE LAW. By Jos A. Watson, B Sc., LL.B. ^ In 
crown Svo, cloth* 140 pp. 58. net. 

PENSION, ENDOWMENT, LIFE Ab^URANCE, AND OTHER SOCIEMES 
FOR COMMERCIAL COMPANIES, fcy Harold Dougharty, F.C.I.S. 
In demy Rvo, cloth gilt, 103 pp 68. net. « * 


' bROANlZATlON AND MANAQEMENT ' c; 

ViFFICE t ORGANIZATION a 5(D MANAOEMflNT. Inclucfing SecretaidKl 
Work. By Vwrence R. DI'^ksee, M Com., C.A ; aid H. E. Blain, 
‘c.BE., A^dStstant Managing Director (^f the Underground Railways of 
' Lon ion. Fourth Edition, Revv»^d. demy , Svo, cldth gilt? 3 K pp. 

7|i6d. ne^. « . ♦ ^ . 
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(MU^nNB nous® AND^ACTORV eECANIZATION. A Practical Manual 
^ of Modern M%t!iods applied to the Counting Hor^ and Factory By 
T GiLMOufi Williamson In demy 8vo, cloth gilt, 18,<J pp. 78. 6d. net 
I^ILING SYSTEMS. Their Principles and their Api^icatioii to Modern 
%. Ofike I^quircments. By Eijwakd A Cope. Vi crown 8vo, cloth gilt, . 

200 pp , with illu^rations 3a. Cd. net 
IN®USTklI/ft* TRAFFIC MANAGEMENT. By Geo. B Lissenden, Author 
%/ “ Railway {R^batS) Case Law," etc , etc With a Foreword by Lord 

• LE^ERHULliii Second Edition Revised and In demy 8vo, 

V cloth gilt, 352 pp 21s. net 

MOTOU BOAl) TRANSPORT FOR COJIMKRCIAL PUftPOiSES,. By John 

• Phillimore. With an Introduction by Sir H P. Mavbury, K C M.G., 
C.B In demy 8vo, doth gilt, 216 p^ J2s. 6d, net 

THE PSYCHOLOGY OF MANAGEMENT-# By L. M Gilbreth. In demy 
354 pp 7s. Gd. net 

EMPLOYMENT •MANAJM:MENT. Compiled and edited by Daniel 
BlosmI'Iwd In demy 8vo, 507 pp Ss. od. net 
LlAlTU'tflS 0.'? INDUSTRIAL ADMINISTRATION# Edited by B^Muscio, 
M A Hn Clown 8vo, cloth, 276 pp > Gs. net 
OUTLINHS OF INDUSTRfAL ADMINWl'RATION. By R O Herford, 

• H T. HiLDAGE^nd^H G Jenkins In demy 8vo, cloth gilt, 124 pp 

. net • ^ 

INDUSIHIAL CONTROL. By F. M. TLawson. In dt*iy 8vo, cloth gilt, 
130 pp 8s. Gd. net ® • 

MUNICIPAL OFFICE ORGANIZATION AND MANATSEMENT. Edited by 
WiLLkftf Baikson, a CiA , F#S A A With coijtributions by eminent 
autho/it'^es on Mlmicipal \Yoik and practice In crown 4to, half -leather 
gilt, witlfrt al^ut 250 diagi|ms and forms, 503 pp. 25s. net. 

CLUBS AND Th^R MANAGEMENT. .By Francis W ^Hxley, F.C.A , 
hamster -at- Law In fiemy 8vo, cloui gilt, ^40 pp 7s# Gd. net 
SOLICITOR’S OFFICE ORGANIZATION, MANAGEMENT, AND ACCOUNTS. 
By E,#A and W JI. Robins In demy 8vo, cloth gilt, 11F6 pp., 

• with numerous forms* Gs. net . 

COLLIERY OFFICE ORGANIZATION wVND ACCOUNTS. By J W Innes, 
F.C A , and T Colin Campbell, F C I In d^imy 8vo 78. Gd. net 
DRAPERY tfUSINlkSS ORGANIZATION AND VNAGEMENT. By J. 

• Ernest Bayley In^deiny 8vo, doth f^ilt, pp 7s. Gd, net 
GROCERY BJLJSINESS ORGANIZATION AND MANAGEMENT. By C L T. 

Beeching With Chapters on Buying a Business, Grocers’ Office Work 
aild Book-keeping, et(;^^b^ J A Smart Second Edition In demy 8vo, 
cloth, 183 pp Gs. net % 

THE HISTORY, LAW, AND PRACTICE .OF THE STOCK EXCHANGE. 
By A. P PoLEY, B A.* Barr istcr-at- Law , and^^' H Cakkuthers Gould 
Jhird Edition, Revised. In demy 8vo, cloth gilt, 348 pp 78. Gd jiet 

SHIPPllNO 

SBIPHINO OFFICE OROANlZATlJPi MANA«iEMENT, AND ACCOlIliTS. 

A comprehensive Guide to tV/innumcrable details gonnccted wmh the 
Shipping Trade ^y Ai fred Calvert. In demy 8vo, dq^l^ gilt, 203 pp , 
with mijnerous forms Gs. net • • 

THE aXPfcifirEirS lI VNDBf^OK AND GLOSSARY. By F AT DyoENEY 
%orewoid by W Eglingion, Founder and Editor The British Export 
^Gazette" In demy 8vo, doth gilt, 254 pp 8s. od. net.# 

^lE PRINCIPLES OF ^i^UNE LAW. (6Vgp#7) • * 

CASE AND FREIGHT GOST^. Y he Prii^ples of Calcula^fun relating t(^ the 
Coi^l of. imd Freight on, .Sea or Commercial Cases By A. W. JE. 
t^EOyFiELD* III cro*^n 8vo,.(joth/iG2 pp. 2s. net. • * 
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>PANKINO And Flf4NCE > 

MONEY, EXCHAPflrE, AND BANKING, in their Practical, Tl^retical, 
Legal Aspects A«complcte Manual «^or Bank Officials, Fusiness 
and Studcifts of Commerce By H T Easton, ^Associate of the InsMutt 
of Bankers Second Edition, Revised. In demy 8vo, clttn gi!t, 312 pp. 
6s. net - • . 

ENGLISH PUBLIC FJ^i\NCE. From the Revolution (ff 1688, Wft^ 
Chapters on thf Bank of England By Harvey E Fisk. In demy 8fo, 
cloth gilt, ?07 pp 78. 6d. net 

FOREIGN EXCHANGE AND FOREIGN BILLS IN THEORY AND IN 
PRACTICE. By W F /f>i^vLDiNG, Certificated Associate, Institute^, of 
Bankers, etc , etc Third EAition In demy 8vo, cloth gilt, 2^27 pp.| 
78.6d.net ... f- 

EASTERN EXCHANGE, CURRENCY, AND FINAIATE.^ By the same Author 
Third Edition In demy 8vo, cloth, 375 pp.,, with luc^oloufcd and 6 
black-and-white fulPpagc plates 15s. net. ■« 

FOREIGN EXCHANGE, A PRDLJ^R OF. By l^he same Author! In crown 
8vo, cloth, 108 pp 3s. 6d. nd_ • 

PRACTICAL BANKING. By J|, E G Bagshaw, Corticated Associate of the 
Institute of BanJ^ers With chapters on “ The Principles Ciirrency,’’ 
by C F Hani^^tj-ord, Associate of the Institute of Bankers , and ** Banh 
Book-keepirfg,” ^v w ir^ Peard, Member of the Institute of Bankers ik 
Ireland In demy 8vo, cloth gilt, 397 . 5 >p 7s. 6d. net , 

BANK OBGANlZATllJN, MANAfftlMEHT, tND ACCOUNT^ *i3y J. F. 
Davis, D Lit , M A , LL B (Lnnd ) In demy 8vo, cloth gilt, 165 pp. 
6s. net k ^ ^ 

BILLS, CHEQUES. AND. NOTEJ^ A Handbook for ^Business Men and 
Lawyers, together with the Bills of Exchang</ Act, 1882 , the Amending 
Act, Bills of Exchange (Crossed ^Cheques) Act, 1906 , and the Bills of 
Exchange (Time of Noting) Act, 1917 .By J A SU/XiR, DfA , LL B. 
(Lond 1 Thrd Edition In demy 8vo, cloth gilt, 214 pp Gs. net.^' 
THE BANKERS’ CLEARING HOUSE. What it IS and what it docs. By 
P W Matthews , In demy 8vo, cloth gilt, 168 pp. 78. 6d. net. 
BANKERS’ SECURITIES AGAINST ADVANCES. B/ LawrAxce A. Fooq' 
Certificated Associate of the Institute of Barkers In demy 8vo, cloth 
gilt, 120 pp 6s. net r 

BANKERS’ ADVANCES. By F R Stead Edited by Sir John Paqet, 
K.C In demy 8vo, cloth, 144 pp 68. * 

BANKERS’ ADVANCES AGAINST PROFUCE. ,By A. Williams In 
demy 8vo, cloth gilt, 147 ^ 68. net 

SIMPLE INTEREST TAWiES. By Sir Wm Sch(5oling, K.B E In crown 
cloth gilt, 188 pp 218. net •' 

TALKS ON BANKING TO BANK CLERKS. By Harold E. Evans, 
Cfftificat^l Associate of the Institute of Bankers In crown 8vo, cloth, 
152 pp 28. 6d. ifet 

D4.1TI0NARY OF BANKING. A Cotfl-^letc Encyclopaedia of Bafikitg Law 
aAd Practice » By W. Thomson, ^ank Inspector Third Eihtion,^ 
Revised # »d Enlarged 1919 In crown 4to, h^f-leather gilt, 642 pp. 
301*. net. * • 

•SECRETARIAL WORK 

' . '“I 

XIW COMPANY KECRETAEY’S Y!VDE MECUH. edited byt-Hiup ioviy, 
F.C.I.S. Imrd Edition, Revised and Eplarged. In fookcap 8iit, doth. 

• 8s. M. net. ' ^ 
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’S II^ND110(/K. A Practical Guide to tL Work and Duties 
*m cfnnectioji with the-* Position of Secretary to a Member of Parliament, 
a Country Gentleman with a landed estate, a Chai^table Institution , 

^ wilh^a section devoted to the work of a Lady Secretary and a chapter 
’"dealing \v#th Secretarial work iit general ETdited i5y H E.,Blain, C B E, 
In demy Hvo, clotlf gilt, lfi8 pp Gs. net 
SUI^JE IT)E TrtE SECKETillY. A Practical Manual and Work 

^of R§fei ence for Ahe Company Secretary. By Ariu^ur Coles, FCIS 

• Second Edition, Enlaiged and thoroughly Itevi%.'d With 76 facsimile 
•forms, and the full text of the Companies Acts, 1908 and 1913; the 

^ Companies Clauses Act, 1845 , Companies (Foreign Interest) /fet, 1917 ; 
Companies (Particulais as to Directors) ^t, 1917 , and War Legislation 
•In demy 8vo, cloth gilt, 432 pp 6s. net^ 

COMPANY ACCOUNTS. By tl?e same Author {See p 1 ) 

[)ICTtONAR> OF*SECpJiyUAL l.VW AND PRACTICE. A Compre- 
herlbl^^ Encvclopaediif of information and# Direction on all matters 
oonnected the w»ik of a Company Secret ary^^ Fully illustrated with 
the n^'^sary forms and documents With Sections on specif Iftanches 
of Secj^'tanal Work Edited by 1’iii^.ip Tovey, FCIS With con- 
L* tributiSis by nearly 4(^cminent aMthoTities on Company Law and Secre- 
tarial Practice, ii^itfluding The Kt lion JG N Barnes, M P , F. Gore- 
Browiw, i< C , M A^, A Crew, F ^ I S , J P jff?,|^nshaw, F.C I S , 

• M Webstei jenkmson, FCA , F W l^ifiley, FCA ,Tlnrd Edition, 

• Enlarged and Revised In one volume, cloth gilt, ^11 pp 42s. net. 
DEBENTl^ES. A I landboi^^or^ Limited Company Officials, Investors, 

and BusiSl'ss Mcn^ By ¥ ^meweli Cooper, M A^ of the Inner Temple, 
Barrister- 'll Law In demy^Svo, clotlf gilt, 149 pp 6s. net 
FHE TRANTER OF STOCKS, SHARES, AND OTHER ^VRKETABLE 
SECURITIES. A Manual of the La\vl and D«ictice By, F D Head, 
BA. (Oxon), Barnstcr^at-Laiv Third Edition, Revised and Enlaiged 
In demy 8vo, cloth gilt, 220 pp #0s. 6(1. net % 

THE CHAiRMANrfS MAMJAL! Being a Guide to the Management of 
^Meetings in general, and of Meetings of Local Anthonticf ; with separate 
and complete treatment of the kfectings of Public Companies. By 
Gurdon Palin, Mamster-at-Law , and Ern1?st Martin, F C.I S. 
\ In crown 8vo, cloth gilt 192 pp 5s. net ^ **• 

HOW TO TAKE MINUTE* Edited by Ernest Martin, FCIS. Second 
Edition, Revised and Enlarged In demy 8vo, clotfi gilt, 130 pp 

28. 6d. net 

WHAT IS THE VALUE (IrA SHARE! Tables for readily and correctly 
ascertaining (1) the firesent^^alue of shares, and (2) what dividends 
should be paid annualbj to justify the purChasc or market price of shares 
By D W Rossiter In demy 8vo, limp clothf 20 jip 2s. 6(1. net ^ 
PRO^ECTUfiES; HOW TO READ AND IJNDERSTAxND THEM. By 
Jhilip ToyEY, FCIS In demy 8vo. cloth, 109 pp. 68. net. ^ 

[NCOA^jg^ TAX 

CNCOME TAX AND fiUPER-TAX PRACTICE. IncorporaUij the Con- 
solidation* Act of 1918 aiK^the Finance Acts, 1919 and 1*920. Fburth 
;^itJbn. j By W E Snelling In demy 8vo, cloth gilt i28. 6d, net 
INCME TAX AND SUPER-TAX LAW AND CASES. .A Practical Exposi- 
tion of the* Law For M use of Intome Tax Official*, Solicitors^ 
•Accountants, etc FoilVtlT -Edition (in JLe press)* By W E. Spelling. 
COAL MINES EXCESS PAYMENTS. GuJfantee Payments and Levies ♦or 
CjDS(ibMine% By W. E. SfiELLiNQ. Demy 8vo, cloth gilt, 176 pjw 
iS. 6a, net. 
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TAXATION ANN(^AL, Deals tvvitti Income an4» Supe^.ax jl^ate» 
Legacy, and ''cession Duties ; Customs gnd Erfcisc L^ticE; ^am^ 
Duties, etc By W E Swelling In demy 8vo, cloth |jilt. 10s. 6d. net. 
EXCESS PROFIfS DUTY. By W. E Swelling. Sixth Edition, RevK!«d 
and Enlarged ifl demy 8vo, cloth <;ilt, 516 pp 21s; nof * € 

SUPER-TAX* TARLES. By G O Parsons 16 «)p Is. net. 

THE “ ABACUS ” 1NC03IE TAX TABLES. By E. J. HmiCxonL, AdL.A.A* 
2s. net ^ 

CORPORATION PROglT^ TAX. By P. D. Leake, F.C.Afr In (firown 
is. net. , 


ECONOMICS 

EC0N03IIC OEOORAPIIY. By J McFa^ane, M A , M Com. fa deirt/ 
8vo, cloth gilt, 568 pp , with 18 illustraJK^,. IQa, 6(1. het. ' 

THE PRINCIPLES OF FC0N0311C (iEOORAniY.' By R N, Rudmose 
Brown, D Sc , Ledurtv in Geography in the *[ Jniver & it^of SheffieM . In 
der.iy^'Svo, cloth gilt, 223 pp 10s. Cd. net t * 

OUTLINES OF THE ECONOMC HISTORY •^IF ENGLAND. Study h 
Social Development By O Merediti^. M A , M Com , Fellou *of ^ 
Killy’s College, Cambridge* In demy 8vo, cloth gift, 376 pp 7s.*6d. net. 
THE HISTORY' fAND EC0N03HCS OF TRANSPORT. By •'Adam W. 
KiRKALD'i' M‘A , B Lit^ (Oxford), M.Com (Birmingham) ; and Alfred 
Dudlev EvANfr Second Edition In demy 8vo, cloth gilt, 364 ^p. 
los. net . \ < 

THE ECONOMICS (X’ TELEGRAPHS AND fELEPm>NES. isy John Lee, 
M A , M Corn Sc In crown Rvo, cloth, gilt, 92 pp 2s. 6d. net. 
INDUSTRY AND FINANCE. (Supplementary Volume) 'Edited by Adam 
W. Kirkaldy, M a Litt ,fy[ Com. Deals with the results of inquiries 
arranged oy the Section of Economic Science* and Statistics of the British 
Association In demy 8vo, clc^h Ss. net .. 

TALKS WITH WORKERS. On Wealth, Wagesf and Production. In cr^wn 
8v 4), 124 pp , limp cloth. 2s. net. 

PLAIN EC0N031ICS. An Examination of the Essential Issues. By G. Lee, 
M A, M Coin Sc. 'In crown 8vo, cloth gilt, 110, op 3s^6d. net. 

AqVERTISlNG AND SALESMANSHIP 

the craft of silent SALESMANSHJP?^i Guide to Advertisement 

Construction By C Maxwell Treg^rtha Und J W. Frings. Size, 
6J in by 9^^ in , cloth, 98*pp , with illustrati ons 5s. net. 

T^E NEW BUSINESS. *■ A Handbook dealing with the Principles of Adver-' 
'^sing, Selling, and Marketing By Harry Tipper, Preside, it, Ad^rhstng 
Men’s League, New York. In demy 8vo, cloth gilt, 406 pp. Ss. 6d(,net. 
SAtESM^VNSHIP. -By W A Corbion and G E Grimsdale In crown 
8vo, cloth, 186 pp Ss. 6d. neis^ ^ 

PR/ICTICAL SALE S3I AN SHIP. By Fowler, Junr. In crown 8vo, 
337 pp 7s.V>d. net • 

COBJMERC^iJlL TRAVELLING. By Albert E. BuIl. In cr^wn 8vo, clotlf 
gilt, 174 pp Ss. 6d. net * , f 

THE 'PSYCHOLOGY OF ADVERTISING IN THEORY AND PRAenCE. 

By W Dill SctiTx, Ph D lOs. 6d. net. *' 

tADVERTISlNG AS A BUSINESS FORCE.*^ B»/ P. T dnERiNGXON.‘ ‘•in 
demy 8vo, ^oth, 586 pp 6(1. ^.et t * 

t&E MANUAL OF SUCCESSFUL STOREJCEEPING. By W. A. HpxcHKW. 

* I^demy 8vo, 298 pp. Ss, 6d*fict. • f • ' 
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"ADSi: AN» SALES. • By Herbert N. Casson. In dem/^vo, cloth, 167 pp. 
88.6d:net ^ 

MiDERN PUBLICITY. By A. W. Dean. In cro^^Jl 8?o, doth, 70 pp7 
•8. 6« nei^ • , 


LAW 

SU^cfAN^LE LAW.* By^J A Slat?:r, B A , LL B. A Practical ExpOM- 
I 9 tion for Law Students, Bpsiness Men, and Ad\^wicefi Classes in Com- 
%iercial Colleges and School# Fourth Edition In dersy 8vo, cloth gilt, 
_464 ppj, 78. 6d. net • • * 

COMPANIES AND COMPANY LAW. Together with tlie Companies (Con- 
Sphdation) Act, 1908 , and the Act of Ifri.^ ^By A C Connell, LL.B 
0 (Lowd), of the Middle Thnple, Batfister-at-Laiv Second Edition, 
Rj^ised dei|iy.8vo. cloth gilt, 348 pp 6s. net 
COMPANY CASE LAVK D Head, BA^(Oxon), Barnster-at-Ltw 

la der^ 8vf,ocloth gi^t, 314 pp 7s. Cd. net 
THE LA\^BELATINO TO THE CARIUAOE BY LA^D OF PASSLiVJERS. 
ANIMi^n, AND (iOODSi By S W •Clarke, Barrister-at- Law. In 
*.demy 8yo, cloth gilt, 350 pp 7s. fid. fmt 

THE lAW REL\TIIt^ TO’ SECRET COMMISSIONS AND BRIBES (Christ- 
mas B^wce^ Gratuitn^, Tips, etc, ) 'i;^c Prevention #f Corruption Acts, 

• 1906 and 1916 By Albert Crew, Bafyti>t^-at-Law ** Lee I’nzenian of 

* Gray’s Inn Second Edition, Revised ancT Enlari^d fti demy 8vo, 

cloth giit.^52 j)p 10s. fid. >fbt . 

BANKRUftOf, DEI^JIS OF VRRft.N01?MENT, ANll BILLS OF SALE. 
By W. Valentine Ball #M A , Bmnster-at-Laiv Fourth Edition 
Revised ifi accordance wfth the Bankruptcy and the Deeds of 
Arrangement Acts, 1914 In demy 8\», 364 12s. fid? net 

PRINCIPLES OF MARINE* LAW. By Lawrence Duckwo^ii, Bavnster- 
at-Law. Third Edition, Revised^ In demy 8vo, about 400 pp 
^78. fid. fiH 

GCIDE to the law OP LICENSING. The Handbook dor all licence- 
holders By J Wells Thatcher,* Barrister-at-Laiv In demy 8vo, 
cloth gilt, 200 pp 68. net. 

Bi^ILWAY (iflHIATE^ CASE LAW. By Geo Bi* Lissenden. In demy 
8vo, cloth gilt, 450 pp® lOs. fid. net • • 

PARTNERSHH* LAW AND ACCOUNTS. By R W Holland, QBE, 
M.i^, M Sc , LL D , Baynstfr-at- Law In demy 8vo, cfoth gilt, 159 pp. 
68. net. •- '' 

THE LAW OF CONTRACT. B>**the same Author Revised and Enlarged 
Edition. In dem^ 8vcl cloth, 123 pp ^s. net, 

, THE LAW RELATING TO THE CHILD ; Its Pfoli ction, Education, and 

EMploym^t. With Introduction on the Laws of Spam, Gerinftiy, 
France and Il^y By the same Author In demy 8vo, 166 pp 68. net. 
» Wills, EXECUTORS, AND TRUSTEES. By J A Slaii r, V A , BL B. 

Witl^ chapter on Intestacy. In fpo^bcap 8vo, cloth,* 122 pp 28. fid. net. 
‘INHABftHD HOUSE DUTY. By >^E. Snelling. In demy 8vo, clodh 
. gilt, 356 pp 12s. fid. net * * • 

-^THE LAW OF REPAIRS AND DILAPIDATIONS. By T Cai%)*Worseold, 
M.A^LL*D In crown 8\w), cloth gilt, 104 pp 3s. fid, net. 
THEiliA? OF EVIDENCE. By W. Nembhard Htbbert, LLiT. Bifl'rtster- 
ut-Law. Third Edition, Reyised In crown 8vo, 1€0 pp 7s. fid. net. 
Tg£ LAW 01^ PROCED\JRH By the safie Autjior {Neti Edition 
preparation ^ • U ^ 

BILLS, CHEQUES, AND*N0TES. {See page 4 ) 

TH£®uffr0Rlt LAW, .AND lyACTJCE OP THE STOCK EX|DH^NGBi 
{See page 3.) 
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